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U.S.-EAST  ASIAN  ECONOMIC  RELATIONS:  A 
FOCUS  ON  SOUTH  KOREA 


WEDNESDAY,  MARCH  29,  1995 

House  of  Representatives,  Committee  on  Inter- 
national Relations,  Subcommittee  on  Inter- 
national Economic  Policy  and  Trade,  Joint  With 
Subcommittee  on  Asia  and  the  Pacific 

Washington,  DC. 

The  committee  met,  pursuant  to  call,  at  1  p.m.  in  room  2172, 
Rayburn  House  Office  Building,  Hon.  Toby  Roth  (chairman  of  the 
subcommittee  on  International  Economic  Policy  and  Trade)  and 
Hon.  Doug  Bereuter  (chairman  of  the  subcommittee  on  Asia  and 
the  Pacific)  presiding. 

Mr.  Roth.  I  think  we  will  start  our  hearing.  There  is  a  vote  on 
the  floor,  and  the  members  are  going  to  be  coming  back  after  the 
vote.  Today,  on  the  floor,  we  have  term  limits  up,  and  so  debate 
can  get  very  contentious. 

And  so  I  think  that  we  will  start.  I  have  a  short  opening  state- 
ment before  we  go  to  our  first  witness. 

Let  me  welcome  everyone  to  this  hearing  because  we  think  that 
this  is  a  very  important  issue. 

East  Asia  has  the  fastest-growing  economies  in  the  world  today; 
and  of  these,  none  is  greater  a  success  story  than  South  Korea. 

Starting  with  a  devastated  country  at  the  end  of  the  Korean 
War,  the  Korean  people  have  built  their  country  into  an  economic 
powerhouse.  Their  $356  billion  gross  domestic  products  last  year 
ranked  them  as  the  12th  largest  economy  in  the  world. 

If  they  keep  up  their  8  percent  annual  growth  rate.  South  Korea 
will  be  the  world's  10th  largest  economy  by  the  end  of  the  decade. 
In  automobiles,  ship  building,  steel,  electronics,  and  computers, 
Korea  is  a  global  force  to  be  reckoned  with. 

Korea  has  followed  an  aggressive  export-driven  strategy,  to  the 
point  that  exports  make  up  one-third  of  its  gross  domestic  product. 

For  Korea,  the  U.S.  market  is  number  one,  accounting  for  some 
$20  billion,  or  one-quarter,  of  their  total  exports  last  year.  At  the 
same  time,  Korea  has  nurtured  its  industries  and  agriculture  by 
maintaining  tough  barriers  against  competing  imports. 

While  these  protections  may  have  been  understandable  in  years 
past,  it  is  now  difficult  to  justify  this  policy  when  Korea  has  en- 
tered the  front  rank  of  the  world's  economic  powers. 

In  today's  hearing,  we  will  review  the  current  state  of  U.S.-Ko- 
rean  trade  relations.  We  will  hear  from  the  U.S.  companies  that 
are  on  the  front  lines  in  the  Korean  market.  Our  expert  witnesses 
will  provide  us  with  a  good  picture  of  the  Korean  market,  ranging 
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from  success  stories  for  some  U.S.  exporters  to  continued  difficul- 
ties for  others. 

Former  Secretary  Eagleburger  was  scheduled  to  lead  off  today's 
hearing;  however,  his  physician  has  ordered  him  to  rest  after  his 
recent  knee  surgery. 

We  are  fortunate  to  have  Richard  Allen,  former  National  Secu- 
rity Advisor  and  an  expert  on  East  Asia,  who  has  agreed  to  be  with 
us  today  despite  his  busy  schedule. 

Mr.  Allen,  I  want  you  to  know  how  delighted  we  are  that  you  are 
here  to  give  us  an  overview  of  current  U.S. -Korean  trade  relations. 
We  have  a  number  of  questions  for  you,  but  I  think  we  will  ask 
you  to  give  us  your  testimony  from  your  viewpoint  as  to  what  we 
in  the  Congress  should  be  doing  and  what  we  should  be  sensitive 
to. 

So,  Mr.  Allen,  why  don't  you  give  us  your  testimony. 

STATEMENT  OF  RICHARD  V.  ALLEN,  CHAIRMAN,  ASIAN  STUD- 
IES CENTER,  HERITAGE  FOUNDATION;  AND  CHAIRMAN,  AEA 
INTERNATIONAL  TRADE  AND  MANAGEMENT  CONSULTANTS 

Mr.  Allen.  Mr.  Chairman,  thank  you  very  much  for  inviting  me 
to  be  with  you  today.  I  sit  in  the  seat  that  would  have  been  occu- 
pied by  my  long-time  friend  and  colleague  Larry  Eagleburger  who, 
as  you  have  correctly  noted,  is  down  with  a  bad  knee  problem.  I 
spoke  with  him  by  phone  yesterday  and  he  asked  me  to  convey  his 
respect  and  regards  to  you  as  chairman  and  the  other  members  of 
these  subcommittees. 

Given  the  shortness  of  time,  I  did  not  have  the  opportunity  to 
prepare  a  detailed  statement.  What  I  would  like  to  do  is  to  respond 
to  your  request,  Mr.  Chairman  Roth  and  Chairman  Bereuter,  by 
making  a  few  introductory  remarks  about  Korea  and  then  consider- 
ing some  more  specific  aspects  of  the  relationship  between  the 
United  States  and  Korea  and  its  enormous  importance  to  us. 

I  have  had  the  pleasure  of  visiting  Korea  many  more  than  100 
times.  In  my  business  capacity,  I  have  an  office  in  Korea  where  we 
typically  represent  and  advise  American  companies. 

As  a  public  servant  in  the  National  Security  Council,  over  many 
years,  I  had  the  opportunity  to  visit  Korea  as  a  policymaker  or  as 
a  person  studying  very  important  problems. 

My  very  first  trip  to  Korea  was  at  the  suggestion  of  Mr.  Richard 
Nixon  in  1967,  who  had  not  yet  announced  for  the  presidency.  And 
at  that  time,  he  sent  me  to  Korea  to  consult  with  the  people  there. 

It  was  my  first  trip  to  that  country.  I  visited  the  DMZ  just  a  few 
days  after  the  attempted  assassination  of  President  Park  Chung 
Hee  by  a  squad  of  North  Korean  sappers  who  had  come  over  the 
DMZ  and  reached  the  perimeter  of  the  Blue  House,  the  presidential 
complex. 

Korea  was  then  under  curfew.  Tight  national  security  procedures 
prevailed. 

Shortly  after  going  to  the  White  House  as  Deputy  National  Secu- 
rity Advisor  to  President  Nixon,  I  was  given  the  task  of  writing  one 
of  the  speeches  that  was  to  be  given  by  the  President  in  response 
to  the  shooting  down  of  an  unarmed  EC- 121  American  reconnais- 
sance plane  by  North  Korea  in  early  1969. 


The  speech  that  I  was  assigned  to  write  was  the  speech  that  de- 
scribed the  President's  military  retahation  against  North  Korea. 

As  it  turned  out,  he  chose  not  to  take  that  path;  and  a  more  or 
less  peaceful  resolution,  so  to  speak,  occurred.  But  it  was  my  first 
extensive  exposure  to  North  Korea,  and  I  have  been  fascinated 
with  it  ever  since.  Until  then,  I  had  merely  been  a  student  of  what 
was  going  on  in  North  Korea  from  afar. 

Over  the  years,  I  have  also  had  the  opportunity  as  Chairman  of 
the  Asian  Studies  Center  of  the  Heritage  Foundation,  in  which  ca- 
pacity I  principally  appear  here  today,  to  visit  Korea,  to  meet  many 
leaders  across  the  entire  political  spectrum,  to  meet  many  in  indus- 
try, to  meet  military  men  and  ordinary  citizens. 

In  these  many,  many,  trips  to  that  country,  I  have  come  to  un- 
derstand more  about  their  way  of  thinking  and  how  Koreans  view 
the  outside  world.  Once  known  as  a  hermit  kingdom,  Korea  has 
made  enormous  strides,  as  you  have  aptly  described,  Mr.  Chair- 
man. 

It  has  been  a  success  story  since  the  end  of  World  War  II,  which 
lifted  nearly  a  half  century  of  Japanese  occupation  and  ruin  visited 
upon  that  country. 

The  Korean  War  soon  descended  upon  that  peninsula  and  only 
the  word  "decimation"  could  be  used  to  describe  the  aftermath. 

But  today  when  you  visit  Seoul — and  I  understand  you  will  visit 
Seoul  shortly,  Mr.  Chairman — you  will  see  a  skyline  that  is  enor- 
mously impressive,  an  industrious  people — individuals,  families, 
business  organizations  and  others — hard  at  work  pulling,  as  it 
were,  on  the  same  oar  with  a  fierce  sense  of  pride  in  what  they 
have  accomplished.  Reliance  upon  the  United  States  is  diminish- 
ing, particularly  in  terms  of  the  national  security  dimensions  of  our 
relationship. 

The  Korean  people  are  staunch,  dedicated  allies  of  the  United 
States.  Even  though  from  time  to  time  we  may  see  shall  I  say,  an 
episode  of  what  we  call  anti-Americanism,  we  have  to  remember 
that  the  overwhelming  bulk  of  the  population  staunchly  supports 
a  positive,  dynamic  relationship  with  the  United  States. 

The  Republic  of  Korea,  as  you  have  also  noted,  Mr.  Chairman, 
has  become  one  of  our  largest  trading  partners,  with  a  two-way 
trade  of  about  $40  billion  annually.  This  dynamic  Pacific  Rim  is  the 
region  of  the  future  for  the  United  States,  and  Korea  one  of  our 
most  stable  allies  there.  I  might  add  that  is  one  of  our  most  reli- 
able allies,  as  well. 

Seoul  is  a  teeming  metropolis  of  23  million  people.  Another  7  mil- 
lion people  use  that  city  every  day.  Therefore,  of  Korea's  approxi- 
mately 43  million  people,  more  than  45  percent  of  the  population 
has  occasion  to  use  this  bustling  city. 

It  is  in  a  strategically  disadvantageous  location.  Although  this  is 
not  a  committee  hearing  on  national  security,  it  has  to  be  taken 
into  account  that,  were  Seoul  located,  say,  200  kilometers  to  the 
South — roughly  where  the  city  of  Pusan,  another  thriving  metropo- 
lis of  6  or  7  million  people,  is  located — our  approach  to  the  North 
Korean  dilemma  might  be  much  different. 

As  it  is,  Seoul,  with  its  13  million  people,  and  others  who  use  the 
city  every  day,  is  a  sitting  duck.  It  is  within  the  range  of  conven- 
tional artillery  from  North  Korea.   It  is  also  threatened  by  the 


North's  chemical  weapons  capabihty,  its  scud  missile  arsenal  and 
its  100,000  strong  special  force  team  that  is  trained  for  rapid  land, 
sea  and  air  infiltration  of  the  South. 

Three  North  Korean  invasion  tunnels  beneath  the  DMZ  have 
been  discovered.  They  are  several  hundred  feet  below  the  surface. 
These  tunnels  can  insert  10,000  men  an  hour  into  South  Korea.  It 
is  known  that  there  are  far  more  than  these  three  discovered  inva- 
sion tunnels. 

So  the  Republic  of  Korea  is  in  a  very  unusual  situation.  It  main- 
tains a  tremendous  growth  rate,  remains  a  viable  market  for  Amer- 
ican goods — when  they  can  get  in — and  remains  a  viable  and  reli- 
able partner  for  the  United  States.  It  coexists  in  a  relatively  posi- 
tive way  with  its  neighbor,  Japan,  despite  the  long-standing  ani- 
mosity-based history. 

It  has  dramatically  expanded  its  relations  with  the  rest  of  the 
world.  During  the  Roh  Tae  Woo  presidency,  the  policy  of 
"nordpolitic,"  or  northern  policy,  was  pursued  and  Korea  opened 
first  ever  diplomatic  relations,  in  a  dynamic  fashion,  with  the  So- 
viet Union,  with  China,  and  Eastern  European  countries. 

South  Korea  is  far  ahead  of  North  Korea.  Yet  North  Korea  re- 
mains a  factor  in  the  equation  not  just  in  the  national  security  di- 
mension because  of  the  overall  investment  climate,  the 
attractiveness,  and  the  appeal  of  South  Korea  as  a  place  to  do  busi- 
ness, is  at  least  obliquely,  if  not  directly  affected,  by  the  North 
Korea  equation. 

That  is  why  I  would  urge  the  distinguished  Members  of  this  com- 
mittee to  keep  in  mind  always,  as  we  discuss  trade  and  economic 
relations  with  the  Republic  of  Korea,  that  the  North  Korea  compo- 
nent is  one  of  those  incalculable  components  that  needs  to  be  taken 
into  account. 

It  also  needs  to  be  taken  into  account  by  this  administration, 
which  I  would  suggest  has  a  deficient  Korea  policy.  In  fact,  I  would 
suggest  that  it  does  not  have  any  far-reaching,  comprehensive  pol- 
icy toward  Korea,  and  that  its  concerns  have  been  driven  exhaus- 
tively by  narrow  nuclear  non-proliferation  concerns.  A  full-scale 
policy  has  not  yet  developed. 

There  are  several  trade  disputes  that  are  pending  between  the 
United  States  and  the  Korea.  There  has  been  a  very  notable  im- 
provement in  economic  relations  in  recent  years  and  Korea  has,  in 
fact,  brought  its  trade  with  the  United  States  roughly  within  bal- 
ance. 

Korea  once  had  a  large  trade  surplus  with  the  United  States;  and 
now  it  has  a  modest  deficit  with  the  United  States  of  about  $2  bil- 
lion. That  is  to  say,  the  United  States  has  about  a  $2  billion  trade 
surplus  with  Korea,  not  significant  in  the  scheme  of  things  when 
we  consider  that  Japan  has  a  $60  billion  trade  surplus  bilaterally 
with  the  United  States  and  that  the  People's  Republic  of  China  has 
a  $22  billion  trade  surplus  with  the  United  States. 

Korea  is  a  success  story  also  because  of  democratization.  During 
the  1980's,  the  United  States  was  a  staunch,  unwavering,  defender 
of  the  process  of  democratization  in  Korea. 

From  the  military  regimes  of  President  Chun  Do  Hwan,  to  the 
semi-civilian  regime  of  President  Roh  Tae  Woo,  the  United  States 
constantly  urged  the  process  of  democratization. 


Korea  is  only  one  of  the  success  stories  in  our  Asian  policy  of  the 
1980's.  The  Philippines  is  another.  The  United  States  firmly  put  its 
shoulder  behind  the  wheel  of  democracy  there,  and  democracy  has 
occurred  in  the  Philippines.  The  torch  has  been  passed  from  one 
administration  to  another,  and  that  is  very  reassuring. 

In  Taiwan,  a  level  of  democratization  that  would  have  been  un- 
thinkable of  a  few  years  ago  prevails.  In  fact,  it  is  now  said  that 
the  legislative  body  of  Taiwan  could  even  be  described  as  slightly 
more  disorderly  than  the  United  States  Congress. 

Korean  President  Kim  Young-Sam,  the  first  civilian  in  recent 
memory  to  be  President  of  Korea,  has  openly  acknowledged  that  it 
is  often  difficult  to  do  business  in  Korea,  and  he  has  taken  very 
praiseworthy  steps  to  further  liberalize  and  internationalize  his  na- 
tion's economy. 

As  a  matter  of  fact,  his  announced  policy  of  globalization,  known 
in  Korean  as  "saegaehwa,"  actively  seeks  to  broader  the  Korean 
people's  understanding  of  the  international  scene.  Every  person  you 
talk  to  may  have  a  slightly  different  definition  of  this  program.  But 
in  the  end,  they  will  all  agree  to  the  definition  that  the  President 
gives  it. 

Saegaehwa  means  "opening,"  opening  Korea  to  the  world.  It  also, 
hopefully,  means  that  Korea  will  open  to  the  world  so  that  the 
businesses  of  the  world,  including  American  businesses,  can  finally 
enter  that  country  and  operate  in  a  fair  and  transparent  environ- 
ment. 

That  word  transparent  comes  back  time  and  again  in  our  deal- 
ings with  Korea  and,  of  course,  with  the  People's  Republic  of  China 
and  other  nations. 

What  is  lacking  in  Korea  today  is  complete  transparency;  but  it 
may  be  coming,  as  I  will  explain  in  a  moment. 

Foreign  direct  investment  restrictions  have  been  eased  in  many 
sectors  by  President  Kim  Young-Sam.  Foreign  firms  that  invest 
there  now  can  more  easily  acquire  real  estate,  which  was  very  dif- 
ficult to  do  before.  In  fact,  foreigners  could  not  even  acquire  living 
space.  Now  they  can,  under  certain  circumstances,  although  it  is 
frightfully  expensive. 

Administrative  deregulation  has  assisted  licensing  and  approval 
procedures  and  copyright  and  intellectual  property  protection  has 
really  been  strengthened.  There  is  no  question  about  that. 

Korea,  as  did  Taiwan  in  the  years  previous,  moved  quickly  in 
some  sectors,  particularly  in  intellectual  property  rights  protection, 
to  strengthen  regulations  one  no  longer  sees  many  of  the  knock-offs 
of  internationally  famous  brand  names,  including  American  ones, 
that  once  proliferated  Korea's  markets. 

I  would  like  to  point  out,  again,  however,  Mr.  Chairman,  that  the 
business  environment  in  Korea  is  not  unrelated  to  the  security  sit- 
uation. And  this  so-called  "Agreed  Framework"  of  October  21,  1994, 
entered  into  by  the  United  States  and  North  Korea,  was  aimed  at 
stemming  and  eventually  ending  the  North's  renegade  nuclear  pro- 
gram. 

This  agreement,  signed  just  5  months  ago,  has  already  become 
a  matter  of  bitter  disagreement  between  the  United  States  and 
North  Korea. 


In  fact,  it  may  eventually  collapse.  It  shows  signs,  at  the  mo- 
ment, of  unraveling.  In  any  event,  the  coming  weeks  and  months 
are  going  to  be  very  difficult  ones  as  North  Korea  will  undoubtedly 
attempt  to  test  the  will  of  the  United  States  and  to  continue  to  try 
to  isolate  Seoul  through  crisis  diplomacy. 

If  a  full-blown  crisis  were  to  arise  regarding  the  nuclear  issue, 
it  could  mean  that  North  Korea  would  not  only  threaten  to  but 
may  take  steps  to  restart  its  nuclear  reactor. 

In  that  event,  no  one  would  know  exactly  the  direction  that  this 
crisis  would  take.  One  certainly  also  does  not  know  what  the  neigh- 
boring states — Japan,  China  and  Russia — might  do  in  response. 

There  could  be,  in  the  end,  a  very  chilling  effect  on  the  invest- 
ment climate  in  Korea.  It  may  even  affect  Korean  growth  itself. 
One  hopes  not  because  Koreans  have  steeled  themselves  to  live 
through  this  tjrpe  of  nerve  wracking  crisis.  In  fact,  it  is  a  perma- 
nent crisis  in  Korea. 

During  the  times  when  the  North  Korean  issue  was  on  the  front 
pages  of  the  United  States,  it  was  also  on  the  front  pages  of  Korea. 
But  no  where  would  you  find  a  Korean — and  I  have  spoken  with 
people  from  every  walk  of  life — who  truly  believed  that  North 
Korea  was  on  the  verge  of  attack.  I  share  that  point  of  view,  and 
I  think  most  people  who  watch  Korea  carefully  also  share  it. 

But  North  Korea  has  the  capability  to  apply  voltage,  high  volt- 
age. What  North  Korea  is  tr5dng  to  do  is  to  out  distance,  out  run, 
isolate,  and  sever  any  obligation  to  continue  its  discussion  with 
Seoul.  And  herein  lies  the  key. 

Our  political,  economic,  and  security  alliance  with  South  Korea 
is  a  linchpin  for  the  continued  stability  and  prosperity  in  Northeast 
Asia.  And  as  we  enter  this  period  of  dealing  with  a  hostile  North 
Korea,  while  attempting  to  foster  and  maintain  good  economic  rela- 
tions and  systematic  growth  in  South  Korea — which  is  in  our  best 
interest,  not  only  politically,  but  in  terms  of  national  security  as 
well — it  is  crucially  important  for  us  to  reaffirm  our  ties  with 
Seoul. 

It  is  very  important  that  President  Kim  Young-Sam  and  his  ad- 
ministration get  a  clear  notion  of  where  the  United  States  is  head- 
ing. Confusion  cannot  be  the  order  of  the  day. 

But  right  now,  it  appears  to  me,  as  an  observer  sitting  in  Wash- 
ington, D.C.  who  speaks  with  Korea  by  telephone  every  day  and 
visits  it  perhaps  as  often  as  once  a  month  and  whose  colleagues  do 
too,  that  there  is  confusion  in  our  Korea  policy. 

The  North  has  attempted  at  every  turn  in  its  negotiations  with 
the  United  States  to  isolate  the  South  and  to  drive  a  wedge  be- 
tween Seoul  and  Washington.  It  has  its  purposes.  It  seeks  to  dam- 
age the  Korean  economy.  It  seeks  to  damage  U.S.  confidence  in 
Seoul.  It  seeks  to  alienate  and  isolate  these  two  partners  who  have 
been  tested  in  combat  and  in  blood. 

Do  not  forget,  it  was  the  Republic  of  Korea  that  proportionally 
suffered  as  many  casualties  in  Vietnam  as  did  American  troops. 

We  cannot  tolerate  the  driving  of  a  wedge  between  Seoul  and 
Washington. 

Our  two  countries  must  now  decide  on  a  common  course  of  action 
regarding  the  North  and  must  present  a  strong  united  front.  This 


united  front  has  to  be  one  in  which  we  agree  to  make  no  further 
compromises  to  North  Korea. 

The  October  nuclear  deal  is  flawed  in  a  number  of  key  aspects, 
one  of  which  is  the  excessive  concessions  granted  to  the  Pyongyang 
regime. 

It  is  time  for  Seoul  and  Washington  to  show  strong  will  and  po- 
litical determination. 

In  this  regard,  Mr.  Chairman,  I  would  urge  the  swift  approval 
of  House  Concurrent  Resolution  19.  This  resolution  aims  to  better 
protect  U.S.  and  South  Korean  mutual  interests  by  linking  the  re- 
sumption of  North-South  talks,  the  North-South  dialogue  with  im- 
plementation of  the  Agreed  Framework. 

Just  yesterday,  I  saw  a  report  in  the  Washington  Post  indicating 
that  the  administration  favors  North-South  dialogue,  but  does  not 
favor  it  as  a  condition  of  implementation  of  the  Agreed  Framework. 

Mr.  Chairman,  the  Agreed  Framework  document  contains  in  it  a 
commitment  to  North-South  dialogue.  The  North-South  dialogue  is 
the  key  to  peace  on  the  Korean  peninsula.  There  cannot  be  any 
path  to  peace  from  Pyongyang  to  Washington. 

The  proper  venue  for  the  solution  of  the  problems  in  Korea  is  on 
the  Korean  peninsula.  North  Korea  is  evading  and  will  continue  to 
seek  to  evade  its  responsibilities  to  conduct  North-South  dialogue 
if  the  United  States  will  allow  it. 

In  this  regard,  I  think  the  administration  makes  a  big  mistake. 
I  strongly  recommend  to  the  Congress  that  by  swift  passage  of  the 
Concurrent  Resolution  19,  which  mirrors  the  resolution  that  is 
coming  down  in  the  Senate,  it  can  express  its  will  by  directing  the 
administration  to  conduct  its  negotiations  with  North  Korea  in 
such  a  way  that  the  North-South  dialogue  is  implemented. 

Finally,  it  should  be  noted  that  South  Korean  President  Kim 
Young-Sam  will  visit  Washington  in  late  July  for  talks  with  Presi- 
dent Clinton  and  will  attend  the  dedication  of  the  new  Korean  War 
memorial  here  in  Washington. 

This  visit  is  going  to  be  an  opportune  time  for  the  United  States 
to  show  its  strong  commitment  to  the  U.S.-ROK  alliance.  This  will 
send  the  appropriate  signals  to  both  Seoul  and  to  Pyongyang. 

To  maintain  a  prosperous,  dynamic  economy  in  Korea  is  going  to 
take  a  lot  of  courage,  a  lot  of  conviction,  and  a  lot  of  effort  on  the 
part  of  the  South  Koreans  to  maintain  the  American  business  pres- 
ence there. 

Quite  frankly,  that  presence  has  fallen  off  in  recent  years.  There 
has  been  disinvestment  because  of  the  lack  of  the  transparency  in 
South  Korea's  markets.  It  must  be  conveyed  to  the  Republic  of 
Korea  that  it  must  welcome  foreign  investment.  It  must  do  more 
than  welcome  foreign  investment.  It  must  absolutely  facilitate  for- 
eign investment  and  permit  American  companies  to  operate  in  a 
relatively  unfettered  way  in  Korea. 

The  problem  is  not  the  policy.  When  you  visit  Korea,  Mr.  Chair- 
man, and  Members  of  the  Committee,  you  will  know,  and  you  will 
hear,  that  President  Kim  Young-Sam  is  committed  to  globalization 
and  openness. 

Sometimes,  however,  the  will  of  policymakers  is  thwarted,  im- 
peded, or  otherwise  put  off  the  tracks  by  government  bureaucrats. 
That  is  certainly  the  case  in  the  Republic  of  Korea  today. 
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So  we  have  to  give  Korea  time;  but  at  the  same  time,  we  have 
to  show  Korea  that,  as  one  of  its  most  important  customers,  it,  too, 
must  open  itself  particularly  to  American  businesses.  That  goes 
across  the  board. 

We  have  had  hands-on  experience  in  our  business  activities  there 
of  trying  to  assist  American  companies.  We  have  completed  suc- 
cessfully joint  ventures  between  Korean  and  American  companies. 
These  are,  unfortunately,  too  far  and  few  between  and  need  to 
grow  again. 

Korea  represents  a  major  jumping  off  point  for  the  United  States 
in  Asia.  A  new  airport  will  be  built  off  the  coast  of  Inchon. 

When  this  airport  is  in  full  motion,  Korea  will  be  able  to  distrib- 
ute goods  and  services  in  a  way  that  few  other  nations  can  do  it 
with  its  own  particular  efficiency. 

Of  course,  in  the  end,  we  look  toward  the  prospect  of  reunifica- 
tion of  the  two  Koreas.  That  reunification,  I  stress,  once  again,  Mr. 
Chairman,  must  come  as  a  result  of  dialogue  and  activity  between 
the  two  Koreas.  The  notion  that  the  United  States  can  stand  in  the 
place  of  South  Korea  and  adequately  represent  its  interests  is  a 
mistaken  one.  And  I  urge  the  Congress  of  the  United  States  once 
more  to  express  its  will  in  this  respect. 

Thank  you  very  much. 

[The  statement  of  Mr.  Allen  appears  in  the  appendix.] 

Mr.  Roth.  Well,  thank  you,  Mr.  Allen,  for  your  excellent  testi- 
mony. I  see  some  of  our  colleagues  were  taking  copious  notes. 

I  want  to  welcome  Chairman  Bereuter,  who  is  with  us  this  after- 
noon; and  Jay  Kim  and  Jan  Meyers.  Ed  Royce  was  here.  Dana 
Rohrabacher  and  Don  Manzullo.  Nice  to  have  them  with  us.  And 
Howard  Berman,  welcome.  And  Mr.  Ackerman  is  with  us  today, 
too. 

We  have  a  huge  debate  on  the  floor  this  afternoon,  Mr.  Allen, 
dealing  with  term  limits;  yet  these  members  have  all  come  over 
here  to  hear  you.  So  that,  I  think,  speaks  well  for  the  respect  that 
we  have  for  you  here  in  this  Congress. 

Mr.  Allen.  Thank  you,  sir. 

Mr.  Roth.  I  think  I  will  turn  it  over  to  Chairman  Bereuter,  and 
start  off  the  questioning  with  the  Chairman. 

Mr.  Bereuter.  Thank  you,  very  much,  Mr.  Chairman.  It  is  nice 
to  be  able  to  do  this  joint  hearing  with  you  on  a  very  important 
subject. 

I  have  a  two-part  unanimous  consent  request.  I  ask  that  my 
written  statement  be  made  a  part  of  the  record  and  that  I  might 
include  a  statement  from  the  Kellogg  Corporation  on  its  current 
trade  dispute  with  the  Republic  of  China,  because  I  think  it  is  in- 
dicative of  a  larger  problem  we  are  having. 

Mr.  Roth.  With  no  objection. 

Mr.  Bereuter.  Thank  you,  Mr.  Chairman. 

Mr.  Allen,  on  February  2,  the  Deputy  U.S.  Trade  Secretary, 
Charlene  Barchefsky,  testified  before  our  committees,  also  in  a 
joint  hearing,  that  while  former  barriers  to  imports  have  fallen  in 
Korea,  "New,  more  subtle  barriers  have  effectively  prevented  the 
liberalization  envisioned  under  the  major  trade  policy  initiatives  of 
the  late  1980's.  Korea's  non-tariff  trade  barriers  are  often  compared 
to  those  of  Japan's  10  years  ago." 


And  I  have,  in  fact,  material  in  my  written  statement  about  cur- 
rent difficulties  we  are  having  with  a  variety  of  processed  products 
on  trade  issues,  a  meat  dispute,  for  example,  we  took  to  the  GATT, 
where  we  received  a  favorable  panel  but  still  make  no  progress;  a 
well-known  candy  manufacturer,  internationally  known  candy 
manufacturer,  hit  with  labeling  requirements  while  their  materials 
are  on  the  docks  without  giving  adequate  notice  to  the  WTO,  ex- 
traordinary expense  to  the  candy  manufacturer,  no  relief  for  10 
shipments  under  way  across  the  ocean  now.  They  are  going  to  have 
to  go  through  each  candy  bar — literally  each  candy  bar  and  re-label 
each  one.  They  are  happy  to  do  it  if  they  had  received  adequate  no- 
tice on  the  WTO  procedures. 

And  I  might  mention  that  since  they  are  produced  in  Chicago,  it 
is  milk  from  the  chairman's  district  and  my  district  and  sugar 
beets  from  our  area,  too. 

Your  cautionary  notes  about  national  security  are  so  overwhelm- 
ingly important,  I  noted  them  directly.  And  I  noticed  your  com- 
ments about  H.  Con.  Res.  19. 

I  am,  myself,  having  taken  advantage  of  some  time  that  has 
passed  since  the  introduction  of  that  legislation,  introduced  my  own 
today,  which  I  think  is  more  explicit  with  respect  to  the  framework 
and  what  we  have  to  expect.  And  it  does  place  a  very  big  focus,  as 
you  suggest,  on  the  necessity  for  North-South  dialogue  so  that  we 
do  not  permit  the  North  Koreans  to  isolate  South  Korea  by  direct 
U.S. -North  Korea  negotiations  and  contacts  which  bypass  the 
South  Koreans.  I  recognize  the  importance  of  what  you  have  to  say 
to  us  on  national  security. 

But  if  I  could  ask  you  if  you  would  comment  upon,  specifically 
today,  how  we  deal  with  the  non-tariff  barriers  that  we  get  hit  with 
all  the  time  and  what  you  think  will  be  the  response  from  the  Ko- 
rean bureaucracy  to  President  Kim's  good  effort  to  move  to 
globalization  and  opening  up  things,  liberalization  of  trade,  and  so 
on. 

Mr.  Allen.  Well,  Mr.  Chairman,  I  welcome  that  question  be- 
cause perhaps  I  have  an  unusual  experience.  I  have  had,  as  I  have 
mentioned,  the  opportunity  to  approach  Korea  from  the  policy  point 
of  view.  From  the  point  of  view  of  a  businessman  who  maintains 
an  office  in  Korea,  I  also  deal  with  these  matters  almost  on  a  daily 
basis  on  behalf  of  our  American  corporate  clients. 

It  seems  to  me  that  today  in  Korea  there  is  absolutely  no  prob- 
lem whatsoever  at  the  top.  Most  Korean  high  ranking  bureaucrats 
in  the  economic  field  have  been  educated  abroad.  Korea  has  the 
highest  per  capita  percentage  of  PhD's  in  the  world.  The  majority 
of  those  PhD's  are  educated  in  the  United  States. 

Trained  economists  are  basically  free  market  people.  This  was  re- 
flected in  the  campaign  speeches  of  President  Kim  Young-Sam.  I 
particularly  remember  one  in  late  October,  the  year  of  his  election 
campaign,  which  was  encouraging  to  hear  because  he  promised  to 
abolish  all  sorts  of  regulations. 

I  have  constantly  asked,  in  meetings  with  ranking  ministerial 
and  working-level  people  "Why  can't  these  policies  be  translated 
into  regulations  that  are,  indeed,  open?"  And  the  answer  always  is 
"bureaucracy." 
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Now,  having  had  the  advantage  of  serving  in  the  U.S.  Govern- 
ment, I  know  that  it  is  very  difficult  to  translate  a  policy  decision 
into  action.  It  has  to  go  through  several  fine  mesh  sieves  of  bu- 
reaucracy and  does  not  always  come  out  as  intended. 

In  some  cases  in  Korea,  there  has  been  reluctance  of  political  ap- 
pointees to  challenge  the  bureaucracy  or  overturn  the  bureaucracy, 
because  much  in  the  bureaucracy  works  on  the  basis  of  consensus. 
It  is  an  exceptionally  strong  bureaucracy. 

And  so  it  has  the  capacity  to  thwart  or  side  track  executive  deci- 
sions. 

And  since  there  is  not  an  effective  legislature  in  the  same  sense 
that  this  body  and  the  other  body  comprise  an  effective  legislature 
in  the  sense  of  providing  independent  initiatives — unless  it  comes 
from  the  opposition  in  Korea — there  are  very  few  avenues.  One 
must  deal  with  that  bureaucracy.  The  bureaucracy  is  entrenched. 
It  is  privileged.  If  you  will,  it  is  under  a  civil  service  protection  or 
the  rough  equivalent  thereof. 

Only  recently,  President  Kim  Young-Sam  has  begun  to  reorga- 
nize the  bureaucracy  to  make  it  more  effective  and  responsive  in 
this  regard. 

Every  where  you  go  in  Korea,  you  will  hear  of  expressions  of  pol- 
icy that  are  very,  very  reassuring.  And  you  can  come  away  from 
Korea  feeling  very  good  that  things  are  on  the  right  track. 

In  point  of  fact,  when  it  gets  down  to  what  you  would  call  the 
nitty-gritty,  regulatory  reform,  as  it  develops,  ostensibly  as  the  ex- 
pression of  political  will  of  the  President  and  the  executive  branch 
and  government,  does  not  always  materialize. 

Some  have  suggested  that  this  is  willful  and  very  convenient,  at 
the  policy  level,  to  make  such  pronouncements  that  sound  very 
good  and  then,  at  the  bureaucratic  working  level,  embed  it  or  en- 
mesh it  in  so  many  other  kinds  of  regulations  and  detail  that  it  is 
rendered  ineffectual. 

I  would  not  choose  to  put  that  interpretation  on  it;  but  having 
had  first-hand  experience  in  overcoming  trade  barriers  in  the  past, 
I  have  found  that  the  obstacles  can  be  overcome. 

What  really  is  needed  is  persistence.  It  requires  the  assistance 
of  the  U.S.  Government  on  behalf  of  U.S.  business.  It  requires  per- 
sistence by  the  companies  themselves.  Korea  is  a  big  and  dynamic 
market.  There  is  a  lot  of  liquidity  in  Korea  today,  particularly  as 
a  result  of  certain  financial  reforms  made  last  year. 

But  still  there  is  an  attempt  to  limit  consumption.  For  example, 
recently,  it  was  decided  that  people  under  21  should  not  have  cred- 
it cards  in  Korea;  and  if  they  did,  their  sources  of  income  would 
be  traced.  That  was  to  discourage  consumption. 

In  a  Confucian  society  like  Korea,  almost  every  human  activity 
is  regulated. 

A  combination  of  persistence,  patience,  and  a  willingness  to  learn 
the  system  in  Korea  is  very  important.  Koreans  will  always  insist 
that  you  learn  how  they  think  and  operate. 

Mr.  Bereuter.  Thank  you.  Thank  you  very  much.  I  just  observe 
for  my  colleagues,  as  I  conclude  my  time,  that  while  there  is  a 
whole  list  of  current  trade  disputes,  which  have  been  settled  in  our 
direction,  we  have  less  than  one  person  in  the  USTR  to  really  deal 
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with  those  issues.  And  that  person  can  hardly  decide  where  to 
place  their  emphasis.  So  we  have  a  real  shortage  of  capacity  there. 

[The  statement  of  Mr.  Bereuter  appears  in  the  appendix.] 

Mr.  Allen.  May  I  respond? 

Mr.  Chairman,  I  will  just  respond  by  saying  that  I  could  tell  you, 
on  the  basis  of  our  experience,  the  U.S.  Embassy  in  Seoul,  over 
many  years,  under  Ambassadors  beginning  with  Richard  L.  Walker 
and  then  James  Lilley,  Donald  Gregg,  and  now  with  Ambassador 
James  Laney  has  been  exceptionally  responsive  to  the  needs  of 
American  business.  The  embassy  staff,  the  Foreign  Commercial 
Service,  and  State  Department  employees  concerned  with  business 
and  trade  relationships  are  especially  gifted.  They  have  many, 
many  of  these  tasks,  many,  many  of  these  problems  to  track  and 
to  try  to  help. 

Mr.  Roth.  We  are  going  to  ask  Mr.  Berman  for  his  questions. 
Then  we  are  going  to  Mr.  Kim  and  Chairman  Meyers.  And  then  we 
will  go  to  Mr.  Ackerman  and  then  Mr.  Manzullo  and  Mr. 
Rohrabacher. 

Mr.  Berman. 

Mr.  Berman.  Yes. 

Mr.  Allen,  I  am  just  curious,  given  the  number  of  briefings  you 
have  had  up  on  the  Hill  and  the  number  of  pronouncements  made 
by  the  administration  since  the  signing  of  the  Agreed  Framework, 
why  do  you  think  the  administration  does  not  share  your  view 
about  the  importance  of  utilizing  this  process  to  achieve  that  kind 
of  North-South  dialogue  and  advance  on  the  kinds  of  issues  you 
outline? 

What  is  your  evidence  for  thinking  that,  at  least  since  the  time 
of  the  Agreed  Framework,  that  is  not  also  their  priority? 

Mr.  Allen.  No,  sir.  Well,  I  would  respectfully  disagree. 

Mr.  Berman.  I  was  just  asking.  I  am  not 

Mr.  Allen.  My  evidence  is  the  statements  that  are  attributed  to 
State  Department  spokesmen  and  my  own  discussions  with  policy 
people  in  the  U.S.  Government. 

The  administration  does  support  the  North-South  dialogue. 
There  is  no  question  about  that. 

What  I  urge  is  that,  since  the  North-South  dialogue  is  a  compo- 
nent of  the  Agreed  Framework  of  October  21,  that  it  remain  a  com- 
ponent and  a  condition  of  fulfillment  of  the  Agreed  Framework 
agreement. 

Mr.  Berman.  And  why  do  you  think  they  do  not  also  think  that? 

Mr.  Allen.  Because  of  my  discussions  with  them  and  because  of 
what  I  read  in  the  newspapers. 

Mr.  Berman.  What  did  they  say? 

Mr.  Allen.  Make  no  mistake  about  it;  the  Administration  ex- 
presses support  for  dialogue  But  it  does  not  support  it  linked  to  the 
fulfillment  of  the  Agreed  Framework.  And  since  it  is  a  part  of  the 
Agreed  Framework  and  since  North-South  dialogue  is  absolutely 
essential  to  achieving  some  settlement,  if  you  will,  on  the  Korean 
peninsula — and  that  means  talks  between  North  and  South  which 
North  Korea  adamantly  refuses  to  enter  into  and  South  Korea  is 
prepared  to  enter  into — then  you  are  not  going  to  have  any 
progress  whatsoever. 
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The  United  States  must  insist,  in  my  view,  as  a  matter  of  policy 
principle  that  the  North-South  dialogue  be  the  center  piece  of  the 
fulfillment  of  the  Framework  Agreement. 

We  cannot  sit  in  Seoul's  place.  Of  course  we  are  a  very  interested 
party,  and  we  are  conducting  the  negotiations  with  North  Koreans 
because  we  have  the  capacity  to  do  so  and  they  will  talk  to  us. 
They  want  independent  diplomatic  representation  in  the  United 
States,  and  they  are  going  to  get  that.  I  have  no  quarrel  with  that. 

I  do  not  want  to  mislead  you.  I  have  not  been  an  opponent  of  the 
Agreed  Framework,  Congressman  Berman.  I  have  been  a  supporter 
of  it. 

But  I  believe  it  needs  to  be  strengthened.  More  than  that,  I  be- 
lieve that  its  conditions  must  be  fulfilled. 

I  do  not  think  that  Washington,  D.C.,  as  well-meaning  and  as  ex- 
pert as  the  people  are  in  the  administration,  can  sit  with  the  North 
Koreans  to  discuss  issues  that  ought  to  be  discussed  between  Presi- 
dent Kim  Young-Sam  and  with  whomever  is  in  power  in 
Pyongyang. 

Mr.  Berman.  Well,  just  to  respond,  my  own  sense,  from  my  con- 
versations with  the  administration  is  that  there  is  nothing  that  you 
have  said  that  they  would  disagree  with,  that  they  appear  to  be  in- 
tent on  seeing  the  provisions,  including  that  provision  of  the 
Agreed  Framework  fulfilled,  that  part  of  what  is  happening  now  is 
about  the  process  of  getting  South  Korea  involved  in  terms  of  the 
reactor,  specifically,  but  on  the  broader  issues,  generally. 

And  as  I  understand  it.  South  Korea  is  a  partner,  is  a  member 
of  KEDO,  this  consortium  that  has  been  created. 

So  I  do  not  know  if  there  is  a  distinction  without  a  difference  or 
not.  I  guess  I  will  take  your  suggestions  or  your  thoughts  and  just 
find  out  for  myself  how  they  respond  to  it.  But  I  understand  what 
you  are  saying.  I  just  have  not  heard  them  differentiate  their  posi- 
tion from  the  one  you  have  articulated. 

Mr.  Allen.  One  easy  way  for  you  to  do  that  would  be  for  you  to 
sign  on  to  Concurrent  Resolution  19,  which  would  express  your 
support  for  the  North-South  dialogue.  And  it  is  not  a  partisan 
measure.  It  has  been  introduced  by  Democrats  and  Republicans  in 
both  Houses. 

Mr.  Berman.  It  would  be  one  way.  It  would  not  be  the  only  way. 

Mr.  Allen.  No,  sir. 

Mr.  Roth.  Thank  you,  Mr.  Berman. 

We  will  ask  Jay  Kim  for  his  questions. 

Mr.  Kim.  Well,  thank  you,  Mr.  Chairman.  I  do  have  a  couple  of 
questions  and  comments,  actually  short  ones. 

One  of  them  is,  I  met  with  a  dozen  delegates  from  Korea.  They 
actually  happened  to  be  fellow  Americans  who  are  stationed  in 
Korea  or  are  doing  business  in  Korea.  They  called  themselves  the 
American  Chamber  of  Commerce  in  Korea. 

An  interesting  thought  that  I  had  and  the  answer  surprised  me, 
too.  I  did  ask  them  questions  about  regulations  in  Korea.  They  told 
me  that  the  regulations  have  been  getting  better,  and  the  process 
of  deregulation  is  slow,  but  it  is  getting  there.  And  they  did  not 
think  they  need  my  help  on  this  thing. 

However,  they  did  mention  two  things.  One  had  to  do  with  the 
social  security  tax.  They  told  me  that  all  the  Korean  workers  work- 
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ing  in  Korea  working  for  an  American  firm's,  were  being  deducted 
for  social  security  benefits  which  they  cannot  draw  from  even 
though  they  become  65.  So,  then  our  fellow  American  businessmen 
wrote  a  letter  to  social  security  office  to  repeal  this  process — this 
practice. 

There  was  such  a  slow  response,  almost  year  and  a  half,  with  nu- 
merous letters  back  and  forth,  yet  nothing  is  happening. 

So,  in  retaliation,  so  to  speak,  the  Korean  Government  has 
turned  around  and  imposed  a  Korean  national  retirement  system. 
Even  though  that  contribution  can  be  withdrawn  at  the  time  you 
leave  the  country,  it  is  on  a  voluntarily  basis.  Now  they  are  going 
to  make  it  mandatory,  in  the  exact  same  format  as  social  security; 
so  that  no  one  can  withdraw  their  money  until  they  become  65. 

This  is  not  a  good  environment,  retaliating  against  each  other. 
A  hostile  environment — charging  social  security  and  then  turn 
around  and  charging  something  else  against  each  other. 

So  they  asked  me  to  help  on  that.  Surprising  me. 

The  second  concern  they  have  is,  again,  about  these  Korean  folks 
out  there  trying  to  get  temporary  visas  to  visit  America,  to  spend 
money.  Instead  they  have  to  be  out  there  waiting  on  the  sidewalks' 
sometimes  all  day.  This  is  insulting  treatment.  Sometimes  it  is  sub 
zero  temperatures,  sometimes  it  is  a  rainy  day.  Finally  they  get  fed 
up,  and  they  are  redirecting  their  visits  to  European  nations. 

I  do  not  understand  that  either.  And  that  is  a  lot  of  financial  con- 
tribution to  us,  especially  in  California — where  we  are  heavily  de- 
pendent on  tourism. 

So  this  is,  again,  something  that  I  think  we  should  pay  close  at- 
tention to  how  we  are  doing  this  to  particular  Korean  folks  who 
want  to  come  to  America  to  visit  and  spend  money. 

And  finally  my  last  comment  I  have  is  this  North  Korean  issue. 
I  have  deep  concerns  about  what  is  happening.  I  do  not  think  we 
should  let  North  Korea  push  us  around.  And  we  should  not  let 
them  walk  away  from  this  agreement  which  was  made  back  on  Oc- 
tober 21. 

I  think  we  should  make  a  strong  statement  to  the  world,  to  our 
allies,  that  any  threat  to  South  Korea  means  a  threat  to  us.  We  are 
going  to  accept  it  as  a  declaration  of  war  against  us.  We  will  never 
abandon  South  Korea.  I  think  we  should  have  that  kind  of  strong 
statement  to  let  North  Korea  know,  to  let  our  allies  know,  that  we 
mean  business  and  we  will  take  a  strong  stance.  I  think  that  is 
lacking  on  the  Korean  policy  we  have. 

Could  you  respond  to  those  three  items  I  mentioned? 

Mr.  Allen.  Well,  sir,  I  would  not  be  able  to  comment  on  the  so- 
cial security  problem  that  you  mentioned. 

I  can  tell  you  that  the  cost  of  labor  in  Korea  is  very  high  and 
that  the  social  burden  placed  upon  employers  is  also  very  substan- 
tial, but  American  companies  are  willing,  by  and  large,  to  bear 
these  burdens. 

With  respect  to  the  line  outside  the  U.S.  Embassy,  I  could  not 
agree  more.  I  have  stood  in  that  line  when  I  needed  a  service  from 
the  embassy.  Although  I  have  known  successive  ambassadors  and 
even  had  a  hand  in  appointing  some  of  them,  when  I  need  a  con- 
sular service,  I  do  not  go  through  the  ambassador's  office.  We  usu- 
ally go  through  the  side  door. 
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And  every  time  I  go  through  that  side  door  in  Seoul,  I  just  shake 
my  head.  I  was  just  there  the  other  day.  It  was  cold  and  raining, 
and  people  had  to  stand  outside  all  day  long  trying  to  get  to  the 
visa  section. 

Once  you  are  inside,  you  are  in  another  line.  Once  you  are  up- 
stairs, you  are  given  a  number  and  you  have  to  wait.  There  are  not 
enough  consular  officials  there  to  process  the  visas. 

I  do  not  know  how  much  better  it  can  get  because  the  problem 
of  illegal  immigration  is  one  that  is  of  very  great  concern  to  the 
Members  of  the  Committee. 

And,  of  course,  being  from  California,  I  think  you  would  be  par- 
ticularly sensitive,  Congressman  Kim,  to  the  impact  of  187. 

I  think  that  consular  officials  are  over  worked.  They  try  to  be  as 
courteous  as  they  can.  Not  only  in  Korea  but  elsewhere  they  are 
subjected  to  a  lot  of  phony  and  funny  stories  about  what  is  going 
to  happen  to  that  visa. 

So  there  is  always  room  for  improvement.  I  can  certainly  say 
that. 

And  with  respect  to  your  North  Korean  observations,  I  just  say, 
amen.  That  is  exactly  my  view. 

Mr.  Kim.  Thank  you. 

Mr.  Roth.  Thank  you. 

Mrs.  Meyers. 

Mrs.  Meyers.  What  is  the  Korean  economic  and  political  rela- 
tionship with  its  neighbors,  particularly  China  and  Japan? 

Mr.  Allen.  This  relationship,  Mrs.  Meyers,  is  varied.  Korea  runs 
a  substantial  trade  deficit  with  Japan,  has  been  dependent  on  Jap- 
anese technology  in  many  sectors.  This  is  a  natural  phenomenon 
because  the  two  countries  are  so  close. 

Japanese  companies  are  very  aggressive  in  bidding  for  business, 
especially  infrastructure  projects  and  also  those  in  the  consumer 
field. 

Korea  does  its  best  to  exclude  a  lot  of  Japanese  products.  This 
is  particularly  true  of  the  electronics  secter,  since  Korea  seeks  to 
pervent  competition  with  leading  manufacturers  at  home.  And,  of 
course,  Korea  is  coming  of  age  not  only  as  a  D-RAM  chip  producer 
but  as  a  producer  of  high-quality  consumer  electronics. 

I  believe  that  medical  Japanese  equipment  has  a  difficulty  get- 
ting into  Korea. 

The  practice  of  medicine  in  Korea  is  quite  different  from  what  it 
is  here.  I  would  urge  that  any  Member  who  has  time  during  an  ex- 
tended stay  in  Korea  just  to  visit  a  Korean  hospital. 

Basically,  there  is,  if  I  may  describe  it  this  way,  a  love-hate  rela- 
tionship on  the  industrial  level  between  Japanese  and  Korean  com- 
panies. Yet  there  are  many,  many,  joint  ventures. 

In  some  cases,  Korea  even  exports  components  of  automobiles  to 
Japan.  As  in  the  case  of  Hyundai,  the  leading  manufacturer  ex- 
ports to  Mitsubishi  and  has  certain  ventures  with  Mitsubishi. 

But  with  the  People's  Republic  of  China,  Korea  is  very  aggres- 
sive. Korea  sees  itself  as  a  major  player  in  the  People's  Republic 
of  China.  Products  that  would  ordinarily  have  been  produced  in 
Korea  a  half  dozen  years  ago,  like  sporting  goods,  equipment,  and 
clothing,  are  subcontracted  out  through  Korean  companies  to 
China. 
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So  I  would  say  that  they  are  very  optimistic  and  bullish  on 
China.  The  number  of  flights  between  Chinese  cities  and  Korean 
cities,  particularly  Seoul,  is  increasing  rapidly.  Koreans  started  di- 
rect air  service  to  Beijing,  not  long  ago.  Ordinary  country-to-coun- 
try airline  relationships  begin  with  say  two  flights  a  week.  The  Ko- 
rean-PRC  link  quickly  became  36  flights  a  week. 

So  they  are  off  and  running  in  China,  particularly  in  the  north- 
ern areas  of  China  where  there  are  ethnic  Koreans. 

I  did  neglect  to  mention  that  in  Japan  there  are  some  800,000 
Koreans  living  who  are  not  treated  as  Japanese  and  in  fact,  long 
have  had  second-hand  status.  Some  of  those  800,000  are  pro  North 
Korean,  and  that  is  part  of  the  problem  with  North  Korea. 

Mrs.  Meyers.  Do  they  treat  Japan's  imports  and  China's  imports 
with  the  same  kind  of  subtle  frustrating  non-tariff  barriers  that 
they  are  treating  our  imports? 

Is  there  any  kind  of  that  friction  in  the  relationship? 

Mr.  Allen.  We  have  never  represented  a  Japanese — let  alone  a 
Chinese — company  in  Korea.  Rather,  we're  worked  mainly  with 
American  companies  and  sometimes  European  companies. 

But  I  there  is  the  practice  of  total  exclusion  of  certain  things  and, 
in  some  cases,  exclusion  of  those  things  that  are  not  even  made  in 
Korea. 

So  there  are  deeper  and  more  important  reasons,  in  the  same 
sense  that  Taiwan  excludes  or  tries  to  exclude  Japanese  products 
to  the  maximum  extent  so  as  to  avoid  Japanese  domination. 

I  might  add  there  is  a  concern  about  North  Korea  here,  too,  be- 
cause North  Korea  is  very  interested  in  attracting  Japanese  and 
U.S.  capital.  And  there  is  a  deep  concern  that  rapid  Japanese  pene- 
tration of  the  North  Korea  market  could  present  a  future  unified 
Korea  with  some  difficulty  in  terms  of  excess  Japanese  investment. 

So  there  is  some  concern  about  that.  But  as  far  as  I  know,  there 
is  nothing  really  that  China  produces  that  is  so  necessary  in  Korea, 
other  than  Chinese  herbal  medicines.  And  there  has  been  some 
limitations  on  the  importation  of  those  medicines  because  it  has 
been  putting  traditional  Korean  medicine  makers  out  of  business 
or  affecting  their  business  negatively. 

Mrs.  Meyers.  Well,  and  I  think  there  is  some  security  implica- 
tion for  Korea  in  this,  too,  because  if  they  could  import  good,  high- 
quality,  but  lower  cost  goods  from  other  countries,  this  would  mean 
that  more  of  their  own  resources  could  go  for  their  own  security. 

And  so,  I  think  the  ramifications  of  trying  to  block  trading  go  be- 
yond just  trade. 

If  what  I  heard  you  say  was  correct,  the  President  makes  state- 
ments about  opening  the  markets;  but  then  they  are  blocked  by — 
the  intention  is  blocked  by  lower-level  bureaucrats. 

Mr.  Allen.  I  would  not  say  "blocked"  because  blocked  would  in- 
dicate that  there  would  be  a  particular  place  to  place  responsibility. 
I  would  say  diffused,  D-I-F-F-U-S-E-D. 

Mrs.  Meyers.  OK. 

Thank  you,  Mr.  Chairman. 

Mr.  Roth.  And  I  thank  you. 

We  have  also  been  joined  this  afternoon  by  two  of  our  other 
members,  Mr.  Steve  Chabot  and  Mr.  Mark  Sanford. 

We  will  now  go  to  Gary  Ackerman  for  his  questioning. 
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Mr.  ACKERMAN.  Thank  you,  very  much,  Mr.  Chairman. 

First  I  would  hke  to  get  unanimous  consent  to  put  an  opening 
statement  in  the  record. 

Mr.  Roth.  With  no  objection. 

Mr.  ACKERMAN.  Thank  you,  very  much. 

[The  statement  of  Mr.  Ackerman  appears  in  the  appendix.] 

Mr.  Ackerman.  I  read  most  of  the  testimony  that  has  been  sub- 
mitted, and  I  share  a  lot  of  concerns  that  some  have  raised  about 
the  lack  of  progress  within  the  GATT  framework  on  opening  trade 
in  financial  services,  both  in  Korea  and  elsewhere  in  the  region. 

As  a  matter  of  fact,  I  am  presently  drafting  legislation  to  address 
this  issue,  and  I  invite  the  chairs  of  both  subcommittees  and  the 
Ranking  Members  and  anybody  else  who  would  like  to  join  as  origi- 
nal cosponsors. 

What  I  seek  to  do  is  to  send  a  clear  signal  to  our  trading  part- 
ners that  we  are  not  really  fooling  around  on  this  issue  an3rmore. 
It  is  time  for  them  to  open  their  markets  and  to  provide  to  our 
firms  the  same  kind  of  access  that  we  provide  to  their  firms.  It 
would  send  the  unmistakable  signal  that  we  should  be  willing  to 
withhold  MFN  status  if  our  trading  partners  are  unwilling  to  co- 
operate. 

I  know  that  we  will  hear  later  from  the  securities  industry  asso- 
ciation, whose  testimony  I  have  seen.  Mr.  Steve  Judge,  will  also  ad- 
vocate that  position. 

I  was  wondering.  Dr.  Allen,  if  you  would  comment  on  it  and  tell 
us  if  you  think  that  is  a  wise  way,  in  your  view,  in  which  to  pro- 
ceed? 

Mr.  Allen.  The  question  of  financial  service  is  one,  Congressman 
Ackerman,  as  you  well  know,  that  has  plagued  the  United  States 
in  almost  all  of  Asia.  Japan  was  a  particularly  difficult  nut  to 
crack;  and  while  it  has  basically  been  split  open  a  little  bit,  it  is 
not  still  wide  open  enough  to  the  satisfaction  of  some. 

Mrs.  Meyers  mentioned  that  the  availability  of  goods  and  serv- 
ices at  a  reasonable  price  benefits  consumers.  In  the  case  of  Korea, 
that  would  enhance  ultimately  Korea's  ability  to  spend  for  those 
things  that  it  ought  to  be  spending  for  in  national  security  terms. 

I  believe,  as  I  am  sure  you  do,  that  it  is  vital  that  we  ask  and 
continue  to  persuade  Korea  to  open  to  financial  service  because  ev- 
eryone will  benefit  by  the  extension  of  modem  techniques,  espe- 
cially those  techniques  that  financial  services  industries  of  the 
United  States  can  bring. 

Banking  and  other  forms  of  advisory  service,  brokerage  services, 
we  still  are  not  able,  as  you  know,  to  participate  in  purchase  of 
shares  in  the  Korean  market.  It  must  be  done  indirectly.  Certain 
funds  are  allowed  to  purchase  up  to  a  certain  ceiling  of  the  total 
shares  of  a  company.  And  there  are  very  many  limitations. 

Now,  Korea  has  announced  that  it  is  going  to  join  OECD.  Korea 
is,  of  course,  a  leading  candidate  to  be  a  member  of  WTO,  the 
World  Trade  Organization.  And,  as  a  matter  of  fact.  Dr.  Kim  Chul 
Su,  the  most  recent  minister  of  trade  sind  industry,  is  going  to  be- 
come the  deputy  secretary  general  of  the  World  Trade  Organiza- 
tion. He  had  been  running  for  the  top  post  and  was  named  deputy 
secretary  general. 
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So  these  could  be  good  influences.  But  I  strongly  urge  the  atten- 
tion of  this  body  and  the  United  States  Government  to  the  contin- 
ued attempt  to  open  financial  services. 

And  in  this  respect,  may  I  once  again  say  that  I  believe  the  U.S. 
Embassy  on  the  scene,  that  is  these  are  the  guys  in  the  front 
trenches,  have  done  a  very,  very  good  job  across  the  board.  They 
have  got  too  many  tasks.  Financial  service  is  one  of  them.  And  I 
will  be  interested  to  see  if  the  representatives  of  the  industry  sup- 
port that. 

Mr.  ACKERMAN.  If  I  might,  Mr.  Chairman,  I  agree  with  every- 
thing you  say,  and  I  think  that  we  all  do.  But  let  me  just  focus  on 
the  question.  I  know  that  the  weakness  is  in  financial  services  as 
well  as  elsewhere. 

I  was  trying  to  elicit  from  you  your  view  on  using  the  MFN  card. 
I  know  that  we  have  delinked  MFN  when  it  comes  to  human 
rights,  and  there  are  probably  a  lot  of  good  reasons  that  we  should 
have.  But  now  we  are  talking  about  tit  for  tat,  quid  pro  quo,  what- 
ever you  want  to  call  it,  an  eye  for  an  eye.  You  find  your  favorite. 
But  you  do  not  have  to  really  stretch  to  link  it.  You  are  talking 
about  an  exact  tie-in. 

Should  we  not  be  looking  at  MFN  as  a  possible  tool? 

Mr.  Allen.  A  prudent  strategist  would  never  overlook  any  tool 
available  to  him;  so  I  would  say,  yes,  we  should  not  overlook  MFN 
but  as  a  court  of  last  resort.  And  I  think  that  needs  to  be  made 
clear,  in  unmistakable  terms,  to  our  trading  partner,  in  this  case 
the  Republic  of  Korea,  that  the  ultimate  penalty  could  be  the  with- 
drawal of  MFN. 

I  do  not  advocate  that,  but  when  all  other  avenues  have  been  ex- 
hausted and  you  cannot  get  a  reasonable  solution,  I  would  say  it 
should  be  included  in  the  arsenal  of  available  options. 

Mr.  AcKERMAN.  Thank  you  very  much. 

Thank  you,  Mr.  Chairman. 

Mr.  Roth.  Thank  you,  Mr.  Ackerman.  As  always,  you  have  inci- 
sive questions.  After  all,  he  is  the  ranking  member  and  former 
chairman  of  the  Asian  Subcommittee. 

We  are  going  to  ask  Don  Manzullo  for  his  questions. 

Mr.  Manzullo.  Thank  you,  Mr.  Chairman. 

I  cannot  follow  with  any  tit  for  tats  or  quid  pro  quos.  It  almost 
sounds  like  Double  Jeopardy.  "Diplomats"  for  $500. 

Mr.  Allen,  it  is  a  real  pleasure  to  listen  to  your  testimony  this 
afternoon.  I  come  from  the  16th  District  of  Illinois,  and  two  years 
ago  we  had  a  tough  time  trying  to  protect  the  copyright  of  a  prod- 
uct made  in  my  district. 

A  South  Korean  company  was  stealing  the  trademark  of  Clorets. 
You  may  recall  the  case. 

Mr.  Allen.  I'm  sorry? 

Mr.  Manzullo.  Clorets. 

Mr.  Allen.  Yes. 

Mr.  Manzullo.  With  the  help  of  the  U.S.  Trade  Representative's 
office  we  were  able  to  solve  that  problem. 

I  would  like  your  opinion  on  if  we  have  made  any  more  progress 
in  the  area  of  intellectual  property  rights  protection  since  then? 
And  what  improvements,  if  any,  have  you  seen? 
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Mr.  Allen.  I  think  there  has  been  rapid  progress  in  intellectual 
property  rights  protection.  I  can  cite  to  you  the  case  of  pirated 
video  tapes. 

Korean  authorities  have  systematically  been  cracking  down  on 
pirate  video  tapes.  They  have  not  been  able  to  get  them  all  because 
these  are  very  industrious  people  who  pirate  these  things. 

But  across  the  board,  there  is  a  willingness  and  an  openness  now 
to  move  on  intellectual  property  rights.  From  time  to  time,  there 
is  residual  bureaucratic  foot  dragging  which  could  be  interpreted  as 
resistance.  But  I  see  intellectual  property  rights  violations,  basi- 
cally, fading — not  faded,  but  fading — from  the  scene  as  a  major 
issue  of  contention. 

I  could  think  of  one  or  two  other  products  that  are  still  suffering. 
In  one  case,  a  firm  with  an  international  brand  failed  to  register 
its  trademark  in  Korea;  and  so  somebody  registered  the  mark  and 
began  producing  the  product  and  is  doing  it,  according  to  Korean 
law,  perfectly  legally. 

In  fact,  we  would  be  happy  to  escort  you  and  show  you  the  shops 
that  produced  that  product  and  are  marketing  goods  that  look  vir- 
tually identical  to  designer  items  you  can  buy  in  shops  in  New 
York  City. 

But  the  issue  is:  Was  the  company  timely  in  its  registration  of 
its  trademark?  The  answer  is,  no.  What  does  it  do  about  it?  It 
seeks  assistance,  legally,  within  the  Korean  framework,  which  is 
very  difficult  and  very  cumbersome,  and  within  the  bureaucratic 
procedures  of  Korea,  which  also  are  difficult,  cumbersome,  and 
time  consuming. 

But  if  you  want  to  achieve  your  objective,  you  must  persist.  And 
in  the  case  of  Clorets,  you  have  mentioned  that. 

A  lot  of  these  fake  brands  or  knock-offs,  have  just  disappeared 
from  the  Korean  market  place. 

So  progress  is  being  made,  sir. 

Mr.  Manzullo.  Thank  you. 

Mr.  Roth.  I  can  attest  to  the  fact,  Mr.  Allen,  that  Koreans  are 
industrious.  I  was  at  a  place  one  time  at  2  o'clock  in  the  afternoon 
and  a  man  was  going  to  sell  me  a  suit.  I  said,  "No.  I  am  leaving 
on  a  6  o'clock  plane  tomorrow  morning."  He  said,  "I  will  have  your 
suit  there  by  6  o'clock."  I  said,  "No.  That  is  impossible." 

At  5:30,  he  knocked  on  the  door  and  said,  "Here  is  your  suit." 

Mr.  Manzullo.  But  did  it  fit? 

Mr.  Roth.  It  did.  It  fit  very  well. 

Mr.  Allen.  That  must  be  one  of  those  suits  that  Congressman 
Ackerman  carried  across  the  DMZ  in  his  suitcase.  He  was  the  only 
Member  of  Congress  that 

Mr.  Roth.  Ackerman  and  I  wear  the  same  size. 

Mr.  Ackerman.  We  wear  the  same  size  tie  is  what  you  meant  to 
say,  Mr.  Chairman. 

That  "one-size-fits  all"  is  one  of  the  world's  great  lies,  you  should 
understand. 

Mr.  Roth.  Mr.  Rohrabacher. 

Mr.  Rohrabacher.  Dick,  it  is  good  to  see  you  again. 

Mr.  Allen.  Thank  you,  sir. 
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Mr.  ROHRABACHER.  I  understand  that  the  president  of  Amway  in 
Korea  was  thrown  into  jail  2  years  ago  for  violating  Korea's  direct 
sales  laws. 

Are  those  laws  still  on  the  books?  Is  Amway  still  being  discrimi- 
nated against?  Has  it  been  taken  care  of?  Will  it  be  taken  care  of 
in  the  future? 

Mr.  Allen.  First  of  all,  Congressman  Rohrabacher  and  I  were 
colleagues,  I  might  add,  in  a  certain  successful  political  campaign 
a  number  of  years  ago;  and  I  am  so  pleased  to  see  him  sitting 
where  he  does. 

Yes,  it  is  true;  and  I  do  happen  to  have  first-hand  knowledge  of 
that,  having  been  an  advisor  to  that  company,  Amway  Corporation, 
which  does  business  in  50  countries  throughout  the  world. 

It  is  true  that  the  Direct  Sales  Act  at  the  time  in  Korea  was  not 
transparent.  Again  I  come  back  to  this  word  "transparent,"  which 
really  underlies  and  weaves  its  way  through  all  of  the  questions  of 
the  Members  on  these  subcommittees. 

The  jailed  executive  was  eventually  released,  but  it  was  a 
harrowing  experience. 

As  a  result,  a  new  Direct  Sales  Act  was  formulated  and  has  been 
passed  without  objection  in  the  National  Assembly.  There  was  no 
opposition  even  from  the  minority  party,  which  usually  objects  to 
ever3rthing  that  the  majority  party  introduces. 

It  remains  to  be  seen  whether  the  decrees  that  must  be  written — 
these  are  Presidential  decrees  and  ministerial  decrees  that  will  re- 
flect faithfully  the  intent  of  the  act.  And  here  again,  the  U.S.  Em- 
bassy, USTR,  Commerce  Department,  and  Members  of  the  Com- 
mittee have  been  involved  in  urging  the  Korean  government  to  con- 
struct a  fair  new  law. 

For  example,  in  Japan,  Amway  has  a  billion  and  a  half  dollars 
worth  of  business.  It  has  nearly  1  million  families  involved  in  the 
business,  and  this  is  a  way  for  people  to  supplement  their  income 
because  they  are  not  normally  full-time  employees. 

But  in  the  Korean  regulations,  there  is  the  chance  that  the  full 
spirit  of  the  law  and  the  intent  of  the  law — or,  may  I  put  it  another 
way,  the  expectations  of  the  United  States  government — would  not 
be  met  and  might  potentially  cause  friction  in  the  future. 

But  Amway  has  worked  very  carefully  and  closely  with  the  Ko- 
rean government  and  offered  its  suggestions  regarding  the  decrees. 

The  problem  two  years  ago  was  that  there  was  some  illegal  pyra- 
mid-type companies,  and  these  scams  unfairly  tainted  the  Korean 
perception  of  legitimate  multi-level  sales  organizations,  such  as 
Amway. 

There  was  one  Japanese  company  that  was  selling  mattresses 
and  pillows  that  had  magnets  in  them  that  were  supposed  to  draw 
the  bad  juices  out  of  you  while  you  slept  at  night.  And  in  order  to 
get  in  the  chain,  so  to  speak,  you  had  to  buy  a  lot  of  product.  Well, 
Amway  does  not  operate  that  way. 

There  was  also  a  problem — and  I  think  Congressman  Kim  will 
tell  us  this — that  there  was  no  Korean  word  other  than  "pyramid" 
to  describe  such  companies.  Around  the  world,  "pyramid"  schemes 
are  illegal.  In  the  meantime,  a  new  term  has  developed  to  describe 
legitimate  multi-level  sales  corporations. 
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The  final  outcome  remains  to  be  seen.  Amway's  business  is  stable 
and  growing  at  the  moment.  And  the  Korean  Government,  at  the 
very  top  level,  really  wants  Amway  to  succeed  and  stay.  Amway 
has  made  a  major  investment  with  a  $30  million  plant  and  millions 
of  dollars  more  in  its  country-wide  network. 

So  these  new  regulations  eventually  will  have  to  be  viewed  in  the 
light  of  whether  they  truly  reflect  the  spirit  of  the  law. 

Mr.  ROHRABACHER.  I  am  concerned  that  a  country  like  Korea, 
where  so  many  thousands  of  Americans — I  believe  it  is  50,000 
Americans  died,  not  to  mention  the  hundreds  of  thousands  that 
were  wounded  during  the  Korean  War.  My  father  is  a  Korean  War 
veteran. 

Plus  a  country  that  has  benefitted  so  much  from  its  trade  with 
the  United  States  has  been  as  protectionist  toward  Americans  in 
the  last  10  years  and  has,  basically,  been  dragged  kicking  and 
screaming  into  a  freer  trade  relationship  where  our  goods  could  be 
sold  over  there. 

And  I  would  hope  that  the  Korean  people  understand  that  that 
is  basically  an  insult  to  the  people  of  the  United  States  after  what 
we  have  done  for  them  in  the  past,  both  economically  and  mili- 
tarily. 

And  so  I  would  hope  that  what  you  are  talking  about,  the 
changes  that  are  taking  place  now,  are  recognized  not  only  legally 
but  through  the  system  as  well. 

One  last  note  or  question  is  that  I  would  like  to  ask  you  about 
is:  How  long  do  you  believe  that  American  forces  will  be  required 
on  the  Korean  peninsula? 

I  mean,  my  dad  was  there — I  think  it  was  50  years  ago  almost. 
It  was  40  years  ago  anyway — during  the  Korean  War.  And  how 
much  longer — basically,  he  tells  me,  he  says,  "My  goodness.  You 
mean  those  fellows  are  still  there?  We  never  thought  that  Amer- 
ican troops  would  still  be  there  after  all  these  years."  And  he  was 
a  Marine. 

How  much  longer  will  American  troops  be  needed  to  maintain 
stability  on  the  Korean  peninsula? 

Mr.  Allen.  Well,  Congressman  Rohrabacher,  I  would  say,  in  di- 
rect response,  that  I  would  not  put  a  cap  on  the  time  that  Amer- 
ican forces  are  there. 

They  are  there  to  protect  U.S.  national  security  interests,  and,  of 
course,  those  of  our  ally,  the  Republic  of  Korea. 

It  would  be  in,  in  my  judgment,  a  mistake  to  hint,  as  did  the 
Carter  administration,  you  will  recall,  in  1977,  that  American 
troops  were  going  to  be  reduced.  In  fact,  I  credit  Secretary  Perry 
for  announcing  last  year  that  there  would  be  no  further  reductions 
of  American  troops  in  Korea.  That  is  an  intelligent  decision. 

And  I  would  say  they  will  be  required  until  such  time  as  the 
North  and  the  South  are  engaged  in  the  dialogue  to  which  I  re- 
ferred to  earlier  in  response  to  Mr.  Herman's  question  is  well  un- 
derway and  that  North  Korea  and  South  Korea  are  talking  directly. 
I  do  not  say  that  it  does  not  matter  that  we  talk  with  North  Korea. 
But  we  must  shepherd  and  encourage  the  process  of  getting  the 
two  Koreas  talking.  There  is  no  other  resolution  available. 

Mr.  Rohrabacher.  If  the  chairman  will  indulge  me  one  more 
question. 
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That  is:  Do  you  believe  that  it  is  possible  that  there  could  be  a 
change  in  North  Korea  of  the  magnitude  we  have  seen,  for  exam- 
ple, in  the  Soviet  Union  and  that,  perhaps — of  course,  if  that  would 
happen,  we  would  not  need  to  necessarily  maintain  troops  there 
after  that. 

But  is  that  something  that  is  conceivable  to  you?  Or  is  that  just 
sort  of  pipe  dream  that  there  will  ever  be  that  kind  of  reform  in 
North  Korea? 

Mr.  Allen.  Well,  sir,  if  I  were  to  take  the  optimist  point  of  view, 
I  would  look  upon  it  as  a  market  of  65  million  people  for  American 
products.  That  would  be  the  first  view  that  I  would  take. 

But  there  is  the  possibility  of  implosion  in  North  Korea.  That  is 
one  of  the  scenarios  that  has  been  drawn,  but  no  one  wants.  Ger- 
many is  not  an  example  for  the  Koreans.  At  first  the  Koreans 
thought  that  German  reunification  was  wonderful.  They  rushed  to 
study  it. 

Well,  in  fact,  they  found  out  that  to  do  it  the  way  the  Germans 
did  it,  one  must  have  deep  pockets  and  somebody  has  got  to  pay 
for  it. 

So  the  basic  scenario  that  I  would  draw  in  my  own  mind  would 
be  a  change  in  leadership,  perhaps  to  a  more  benign  military  re- 
gime, would  take  place,  and  there  could  begin  a  process  of  modera- 
tion and  modification  of  North  Korean  hostility  toward  the  United 
States  and  toward  the  South  and  a  gradual  engagement  by  South 
Korean  companies  in  the  North. 

Of  course,  one  of  the  keys  to  this  is  the  fact  that  South  Korea 
must  be  the  provider  of  the  nuclear  reactors  under  the  Agreed 
Framework  arrived  at  last  October. 

I  would  go  so  far  as  to  make  the  prediction  that  there  will  be  no 
reactors  unless  they  are  South  Korean,  because  the  United  States 
Congress,  in  my  forecast,  is  certainly  not  going  to  pony  up  $4.5  bil- 
lion for  these  two  reactors. 

Mr.  ROHRABACHER.  You  can  say  that  again. 

Mr.  Chairman,  thank  you  very  much. 

Mr.  Roth.  Thank  you  very  much. 

Mr.  Kim. 

Mr.  Kim.  Yes.  Thank  you  for  yielding. 

I  hate  to  debate  my  colleagues,  especially  with  one  that  I  have 
high  respect  for.  But  I  would  like  to  make  a  statement  that  I  think 
it  is  really  bad  timing  to  even  talk  about  reduction  of  troops  in 
Korea,  at  a  time  like  this  especially.  That  is  exactly  what  the  South 
Koreans  are  afraid  of.  That  is  exactly  what  North  Korea  is  pursu- 
ing and  pushing. 

It  is  my  understanding  that — and  if  I  am  wrong,  please  correct 
me — to  station  troops  in  Korea  or  Japan  is  actually  cheaper  than 
stationing  them  here,  because  there  are  substantial  contributions 
by  each  government.  They  are  picking  up  all  the  tabs  on  utility 
bills  and  et  cetera.  And  it  is  clearly  my  understanding  that  it  is  ac- 
tually cheaper  there  than  here. 

And  the  second  comment  I  would  like  to  make  is  about  the  Ko- 
rean people.  I  know  them.  They  are  very  appreciative  of  the  Amer- 
ican people  because  of  our  involvement  in  the  Korean  War  and  the 
loss  of  a  lot  of  young  soldiers  in  foreign  lands  in  Korea. 
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I  think  as  reciprocation,  that  is  exactly  what  they  did  in  sending 
troops  to  Vietnam.  And  in  addition  to  that,  there  is  a  strong  under- 
lying gratitude.  They  genuinely  like  American  people.  I  know  that. 
I  can  tell  you  that  without  qualification. 

And  for  that  reason,  again,  based  upon  my  information,  that  once 
we  questioned  the  trade  imbalance,  Korea  is  the  first  country  to 
step  in  and  do  it  voluntarily.  And  from  then  on,  actually  our  trade 
between  Korea  and  United  States  is  actually  a  surplus,  continuing 
from  back  in  1987.  That  is  my  understanding. 

So  really  it  is  not  Korea  not  opening  up  or  closing  barriers  to  our 
exports.  I  am  not  trying  to  defend  Korea.  Believe  me.  I  am  just  tell- 
ing you  the  facts  based  upon  my  information. 

Mr.  Roth.  Well,  thank  you,  Mr.  Kim.  We  appreciate  that  con- 
tribution. I  think  we  will  move  on  to  Mr.  Chabot  for  his  questions. 

And  then  we  will  turn  it  over  to  Mr.  Sanford  for  his  questions. 

Mr.  Chabot.  Thank  you.  And  in  the  interest  of  time  and  in  def- 
erence to  my  colleague  Mr.  Sanford,  I  am  going  to  keep  my  ques- 
tion very  brief,  and  the  answer  could  be  brief,  too. 

What  changes  would  you  recommend  or  what  could  we  do  to 
more  open  up  the  markets  in  Korea  to  increase  the  trade  between 
our  two  nations,  which  should  benefit  both  of  us? 

Mr.  Allen.  As  briefly  as  I  can,  we  have  been  moving  flat  out  for 
the  last  six  to  eight  years  to  get  Korea  to  dismantle  barriers. 

There  are  very  real  barriers  to  American  and  foreign  goods.  And 
these  barriers  should  come  down.  In  the  automotive  sector  for  one, 
the  Mercury  Sable  that  cost  $15,000  or  $17,000  here  is  $45,000  in 
Korea.  There  are  all  sorts  of  real  barriers  to  other  kinds  of  Amer- 
ican products.  Chocolate  was  mentioned  as  an  example. 

We  are  not  seeking  to  flood  Korea  with  American  consumer  prod- 
ucts, but  we  have  to  be  persistent.  And  that  means  that  the  compa- 
nies that  want  to  work  in  that  market  must  take  a  realistic  point 
of  view,  be  patient,  and  try  to  understand  the  Korean  way  of  think- 
ing. American  firms  should  work  hard  and  engage  the  U.S.  Govern- 
ment to  assist  in  insisting  that  Korea  open  its  market.  They  should 
also  look  forward  to  Korea's  involvement  in  the  World  Trade  Orga- 
nization and  GATT  and  OECD.  It  is  going  to  take  a  while,  but  we 
cannot  wait  forever. 

In  the  meantime,  insist  that  certain  milestones  be  met.  We  have 
to  be  careful  how  we  do  this  because  we  should  not  pummel  the 
Koreans.  The  Korean  people  react  very  differently  to  suasion  as  op- 
posed to  the  use  of  force  or  what  appears  to  be  force  and  bullying. 

Also  the  political  situation  in  Korea  is  not  always  as  stable  as 
we  would  like  to  see  it.  And  so  we  want  to  make  certain  that  what 
we  do  does  not  contribute  to  that.  I  understand  that  interest 
groups  and  others  are  very  insistent  upon  opening  certain  sectors, 
but  we  have  to  recognize  that  there  are  cultural  sensitivities  in  try- 
ing to  open  certain  sectors. 

We  should  not  be  concentrating  just  on  the  rice  market,  where 
you  are  not  going  to  make  a  lot  of  money  or  get  a  lot  of  tJ.S.  ex- 
ports. We  should  be  concentrating  on  value-added  goods  and  fin- 
ished products. 

Mr.  Chabot.  Thank  you,  very  much. 

Mr.  Allen.  Sure. 

Mr.  Roth.  Thank  you  very  much. 
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We  are  going  to  ask  Mark  Sanford  for  any  questions  he  may 
have. 

Mr.  Sanford.  Very  brief  as  well.  Good  to  see  you,  Mr.  Allen. 
How  have  you  been? 

Mr.  Allen.  Thank  you,  sir.  Well.  And  you? 

Mr.  Sanford.  Good. 

I  want  to  touch  back  to  Dana's  question,  which  was  about  the 
troop  deplojonent. 

You  had  suggested  when  he  asked  that  question  that,  based  on 
strategic  interests  that  we  have,  it  is  vital  that  we  keep  those 
50,000  Americans  over  there. 

What  are  those  vital  strategic  interests? 

Mr.  Allen.  The  answer  is  peace  and  security  on  the  Korean  pe- 
ninsula above  all,  and  maintaining  those  troops  there  as  a  signifi- 
cant deterrent  to  North  Korean  aggression.  Any  attack  on  South 
Korea  would  involve  an  attack  on  Ainerican  troops  as  well. 

In  any  case,  we  are  bound  by  a  security  treaty  to  come  to  the  de- 
fense of  the  Republic  of  Korea. 

But  more  than  that,  those  37,000  U.S.  troops  in  Korea  are  a  sig- 
nal to  the  region  such  as  to  China,  Japan,  and  the  other  Asian  na- 
tions— and  we  have  not  even  begun  to  touch  on  that.  Other  nations 
of  Asia  are  very,  very  concerned  about  American  withdrawal, 
whether  that  is  physical  withdrawal  of  troops  or  just  a  general 
drawdown  of  American  interests,  while  economically  we  are  moving 
very  strongly  in  the  region  and  we  are  up  against  stiff  competition. 

All  of  Europe  has  changed  its  attitude.  Asia  is  no  longer  a  threat 
to  Europe.  Europe  has  been  defined  as  an  opportunity,  and  you  can 
bet  that  every  one  of  the  European  Union  companies  is  out  there 
trying  to  get  the  business. 

So  this  American  presence  is  a  benefit  to  every  one.  Unfortu- 
nately, people  like  Europeans  take  advantage  of  it  and  try  to  se- 
cure major  infrastructure  contracts  in  Korea. 

I  think  we  ought  to  place  far  more  emphasis  on  getting  infra- 
structure contracts  for  American  companies  to  reinforce  our  busi- 
ness interest  there.  And,  of  course,  in  the  final  analysis,  if  you 
want  to  be  what  would  be  called  "crass"  about  it,  those  troops  pro- 
tect American  business  interests. 

Mr.  Sanford.  Right.  And  my  question  is  solely  tied  to  the  idea 
of  equity,  and  that  is,  given  the  number  of  troops  we  have  got  de- 
ployed in  Japan  or  Korea,  should  not  we,  therefore,  also  be  getting 
a  disproportionate  share  of  new  business  as  opposed  to  our  Euro- 
pean or  Canadian  counterparts? 

Mr.  Allen.  In  my  view,  that  is  so.  Take  the  case  of  Taiwan, 
which  has  very  successfully  gone  through  many  of  these  same 
stages  and  democratization,  although  it  has  done  its  democratiza- 
tion and  its  economic  liberalization  on  the  basis  of  smaller  indus- 
tries and  small  businessman  allowing  growth.  Whereas  Korea,  in 
contrast,  forced  growth  by  the  major  "chaebol"  or  industrial  groups. 

Taiwan  has,  for  example,  given  a  great  deal  of  business  to  the 
United  States  and  has  actively  encouraged  the  U.S.  participation 
in  major  activities. 

So  I  would  say  that  we  certainly  should  be  getting  more.  We 
have  to  work  harder  at  it.  U.S.  businesses  are  now  bypassing 
Korea  and  going  to  mainland  China  because  they  consider  the  in- 
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vestment  climate  there  friendlier  than  in  Korea.  This  is  an  impos- 
sible conclusion. 

But  I  have  spoken  with  American  businessmen  who  say,  "We 
cannot  make  hide  nor  tail  of  what  goes  on  in  Korea;  there  is  no 
transparency;  we  have  no  standing;  we  are  going  to  China." 

I  cannot  believe  that  American  companies  fmd  it  more  com- 
fortable in  communist  China  than  in  democratic  Korea.  And  that 
impression  needs  to  be  eliminated,  in  my  view,  and  it  requires  the 
active  cooperation  of  the  Korean  Government  and  demonstration  by 
example. 

Mr.  Sanford.  Thank  you,  sir. 

Mr.  Allen.  Thank  you. 

Mr.  Roth.  Thank  you. 

Mr.  Allen,  you  have  been  here  for  a  good  long  time  with  other 
witnesses  it  has  gone  faster.  But  you  have,  I  know,  a  good  deal  of 
knowledge  in  this  area. 

I  was  interested  in  what  you  mentioned  about  President  Kim 
Yong-sam  pushing  for  reforms  in  the  market.  You  had  pointed  out 
that  there  may  be  some  problem  with  bureaucracy  in  the  lower 
echelons. 

But  how  does  he  get  along  with  Korea's  industrial  leadership? 

Mr.  Allen.  Well,  I  risk  misstating  the  case;  but  I  would  say  that 
it  can  be  described  as  varying,  depending  on  the  industrial  group. 

Korea  is  in  the  macroeconomic  dilemma  of  wanting,  on  the  one 
hand,  to  foster  small  business  and  medium-size  business.  There 
has  been  talk  about  it  for  years,  but  it  has  never  really  happened. 

On  the  other  hand,  the  government  depends  on  the  industrial  gi- 
ants, the  30  major  companies,  "chaebol",  as  they  are  called,  the 
conglomerates,  to  provide  the  wellspring  of  economic  growth  in 
Korea. 

So  by  and  large.  President  Kim  gets  on,  I  think,  quite  well  with 
them;  but  there  is  an  innate  hostility  between  big  business  and  the 
government  and  there  has  been  for  a  long  time. 

One  of  the  regrettable  things  is  that  there  has  been  strict  alloca- 
tion of  credit  by  the  government.  So,  small-  and  medium-size  busi- 
nesses do  not  have  access  to  credit  facility  and  therefore,  cannot 
grow.  This  places  them  at  risk  of  being  taken  over  by  the  giants. 

There  have  been  concerted  spurts  of  efforts  to  try  to  reduce  this 
and  eliminate  it,  but  it  has  not  yet  succeeded. 

So,  by  and  large,  I  would  say,  he  coexists  with  the  industrial  gi- 
ants. 

Mr.  Roth.  It  would  seem  that  that  would  not  spell  good  news  for 
Korea  because  many  analysts  tell  us  that  the  future  belongs  to  the 
small  entrepreneurs  all  over  the  world.  And  if  they  are  going  to 
squeeze  that  segment  of  the  market,  the  small  entrepreneurs  and 
the  medium-size,  it  will  probably  make  it  pretty  hard  for  their 
economy  in  the  future. 

Mr.  Allen.  All  I  can  say  is  that  by  my  travels  in  comparisons 
to  other  countries  in  Asia,  including  the  Southeast  Asian  countries, 
where  there  is  a  high  degree  of  entrepreneurialism,  I  find  a  tre- 
mendous amount  of  entrepreneurialism  in  Korea.  Look  what  the 
Korean  Americans  have  contributed  to  our  society  here  in  the 
United  States. 
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These  are  entrepreneurs.  Every  where  you  see  it,  enormously 
successful.  It  is  amazing.  So  the  Korean  people  have  an  innate 
skill. 

If  they  had  access  to  credit,  they  would,  indeed,  become  the  en- 
trepreneurs of  the  future.  And  I  fear  that  Korea  may  be  behind 
some  of  its  neighbors,  particularly,  I  mentioned  Taiwan  in  that  re- 
spect, where  Taiwan  has  been  built  on  individual  entrepreneurial 
skills. 

Mr.  Roth.  Well,  thank  you,  very  much,  Richard  Allen,  for  your 
excellent  testimony  and  for  your  very  thorough  answers  to  the 
questions  we  had  here  this  morning.  I  appreciate  it  very  much. 

Mr.  Allen.  Thank  you,  Mr.  Chairman. 

Mr.  Roth.  We  are  going  to  go  to  our  second  group,  the  Industy 
Panel.  We  are  going  to  ask  Mr.  Paul  Dillingham  from  Cray  Re- 
search to  come  to  the  table. 

We  are  going  to  ask  Mr.  Paul  Rosenthal,  from  the  National  Pork 
Producers  Council. 

We  are  going  to  ask  Mr.  Steve  Judge,  Senior  vice  president  of  Se- 
curities Industry  Association. 

And  we  are  going  to  ask  Edward  Rozynski,  vice  president  of 
Health  Industry  Manufacturers  Association. 

Mr.  Bereuter.  Mr.  Chairman,  let  it  be  noted  that  my  written 
statement  specifically  referred  to  pork. 

Mr.  Roth.  This  will  be  noted.  And  I  know  there  has  been  some 
problem  with  that. 

I  think  we  will  ask  for  the  testimony  as  we  have  it  on  our  wit- 
ness list  here. 

We  will  start  with  Paul  Dillingham. 

STATEMENT  OF  PAUL  W.  DILLINGHAM,  JR.,  VICE  PRESIDENT, 
CRAY  RESEARCH,  INC.,  ON  BEHALF  OF  THE  AMERICAN 
ELECTRONICS  ASSOCIATION 

Mr.  Dillingham.  Mr.  Chairman,  members  of  the  subcommittees: 

The  American  Electronics  Association  appreciates  the  oppor- 
tunity to  present  our  views  on  South  Korea.  We  commend  you  and 
the  subcommittee  for  holding  this  timely  hearing. 

I  go  by  Pete  Dillingham,  in  case  you  want  to  refer  to  me  by  my 
first  name,  but  my  name  is  Paul.  And  that  is  the  subject  of  another 
hearing  if  you  want  to  hear  how  that  came  about. 

But  I  am  vice  president  of  Government  Operations  for  Cray  Re- 
search. And  Carl  Diem,  who  was  originally  scheduled  to  testify,  has 
asked  me  to  stand  in  for  him.  He  was  on  an  extended  tour  in  India 
and  is  indisposed  and  regrets  very  much  not  being  able  to  appear 
before  you  today. 

As  I  mentioned,  I  am  testifying  this  afternoon  on  behalf  of  the 
American  Electronics  Association,  which  represents  some  3,000 
U.S.  technology  companies,  which  span  the  breadth  of  the  elec- 
tronics industry  from  silicon  to  software  to  all  levels  of  computers, 
communications  networks,  systems  integration  service.  The  indus- 
try employs  over  2.4  million  Americans  and  accounts  for  over  $393 
billion  in  worldwide  sales. 

Cray  Research,  as  you  know,  Mr.  Chairman,  is  the  world's  lead- 
ing supplier  of  high-performance  computers.  Our  primary  research, 
development,  and  manufacturing  operations  are  in  Chippewa  Falls, 
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Wisconsin,  employing  about  2,000  people;  22  percent,  or  135,  of  all 
Cray  supercomputers  are  in  the  Asia/Pacific  region,  and  Korea  is 
home  to  one  of  our  largest  and  most  important  customers. 

John  Carlson,  Cray  Research's  Chairman,  visited  Korea  in  Feb- 
ruary of  1994  to  celebrate  the  dedication  of  the  Cray  C-90 
Supercomputer  at  the  Korean  Institute  of  Science  and  Technology. 

This  installation  replaced  the  Cray  2  Supercomputer  purchased 
by  this  customer  in  1987  and  is  the  largest  system  in  Asia  outside 
of  Japan. 

During  the  ceremony,  Mr.  Sung,  the  Korean  official  in  charge  of 
the  purchase,  discussed  the  history  of  the  computer  center  at  the 
Korean  Institute  of  Science  and  Technology  and  said  that  the  pur- 
chase of  the  Cray  2  was  one  of  the  most  significant  events  for 
Korea  in  the  1980's. 

He  related  that  the  introduction  of  the  Cray  2  to  Korea  was  as 
significant  as  holding  the  Olympics  in  that  country.  The  recent  de- 
livery of  the  C-90  continues  to  put  Korea  at  the  forefront  of 
supercomputing  technology. 

The  purpose  of  telling  you  this  story  is  to  show  you  that  Korea 
understands  the  importance  of  technology  and  its  contribution  to 
industrial  productivity. 

It  also  points  out  that  Korea  understands  the  importance  of 
working  with  U.S.  companies  in  obtaining  the  latest  technologies 
from  abroad. 

In  the  past  35  years,  Korea  has  undertaken  a  major  economic  re- 
form, successfully  building  a  modern  country  that  is  widely  recog- 
nized for  its  educated  work  force  and  its  investment  in  industrial 
infrastructure. 

In  a  major  effort  to  redefine  its  economy  for  the  future,  the  gov- 
ernment is  placing  greater  emphasis  on  high  tech  following  indus- 
tries such  as  semiconductors  and  electronics  and  seeks  to  encour- 
age the  growth  of  innovative  small-  and  medium-sized  businesses, 
as  Mr.  Allen  mentioned. 

South  Korea  is  aware  that  attracting  foreign  investment  and 
technology  is  an  important  means  of  achieving  these  goals. 

The  5-year  plan  from  1993  to  1997,  emphasizes  long-term  pro- 
ductivity growth,  business  deregulation,  and  relaxation  of  restric- 
tions on  foreign-owned  firms.  These  changes,  combined  with  con- 
tinuing bilateral  efforts  to  improve  the  business  climate  for  foreign 
investors  and  strong  Korean  investment  in  research  and  develop- 
ment, offers  significant  opportunities  for  U.S.  exports  to  Korea  for 
American  Electronic  Association  member  companies. 

While  Korea  has  made  tremendous  advances  in  its  economy, 
there  are  several  areas  that  can  be  further  strengthened  and  can 
certainly  be  mentioned  and  identified  on  your  trip. 

Investment  in  research  and  development:  Korea  should  continue 
to  focus  on  development  of  engineering  skills  for  the  next  genera- 
tion of  Korean  workers.  We  urge  the  Korean  Government  to  avoid 
expensive  initiatives  such  as  portions  of  the  highly  advanced  na- 
tional project  which  result  in  reinventing  products  already  pro- 
duced in  other  countries  and  available  off  the  shelf. 

Review  the  methods  used  to  disburse  funds  in  research  and  de- 
velopment assistance  programs.  There  are  anecdotal  stories  of  how, 
in  order  to  assure  that  every  scientist  in  Korea  gets  some  assist- 
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ance,  too  few  researchers  are  given  enough  funds  to  accomplish 
world-class  work.  Korea  should  explore  the  probability  of  pooling 
research  and  development  resources  into  critical  masses. 

Intellectual  property  protection  and  enforcement:  First,  Korea 
must  be  recognized  for  enacting  numerous  laws  to  strengthen  its 
intellectual  property  system.  These  changes  have  made  progress 
and  helped  Korea  meet  its  obligations  under  the  GATT. 

However,  there  are  still  improvements  that  can  be  made.  For  ex- 
ample, some  U.S.  companies  are  still  experiencing  difficulties  in 
getting  patents  issued  for  their  products,  even  though  these  prod- 
ucts have  patents  granted  in  other  major  trading  partners  around 
the  world. 

This  discriminatory  behavior  is  not  consistent  with  the  World 
Trade  Organization  objectives  or  the  TRIPS  process. 

We  recommended  that  Korea  take  corrective  action  to  ensure 
that  patents  are  issued  to  foreign  firms  promptly  and  that  these 
patents  are  fully  protected. 

Another  issue  of  serious  concern  has  arisen  over  the  policies  and 
practices  used  by  Korean  Customs  Service  to  determine  the  value 
of  imported  computer  programs  for  purposes  of  assessing  tariffs. 
Because  these  policies  and  practices  are  unpublished,  they  create 
significant  uncertainty  and  potential  liability  for  U.S.  software  pub- 
lishers importing  their  products  into  Korea. 

In  order  to  avoid  this  situation,  Korea  must  bring  transparency 
to  its  valuation  rules  and  through  the  transparency  process.  They 
should  provide  effective  legal  notice  of  a  new  policy  to  affected  par- 
ties and  commit  not  to  impose  liability  against  importers  for  acts 
before  the  date  of  such  legal  notice. 

Without  question,  it  should  discontinue  legal  action  against  com- 
panies and  their  subsidiaries  for  alleged  violation  of  the  policy  be- 
fore the  date  of  such  legal  notice. 

Improving  the  business  climate  and  the  investment  climates  in 
Korea:  AEA  applauds  the  announcement  of  the  agreement  reached 
on  telecommunications  earlier  this  week  between  the  United  States 
and  Korea  which  has  opened  the  way  to  modifying  equipment  type 
approval. 

The  agreement  immediately  cleared  the  way  for  certain  U.S. 
companies  to  bid  directly  for  Korean  Telecom  contracts  under  an 
open  and  competitive  procurement  process. 

Under  this  agreement,  the  United  States  and  Korea  resolved  dif- 
ferences over  Korea's  compliance  with  the  1992  bilateral  agree- 
ment, which  will  further  enable  American  companies  to  compete  on 
a  fair  and  equitable  basis  in  the  Korean  market. 

At  the  same  time,  it  is  important  to  note  that  the  1992  MOU 
does  not  speak  to  the  full  range  of  concerns  expressed  by  some 
companies  about  access  to  the  Korean  telecommunications  market, 
and  this  will  have  to  continue  to  be  worked  on. 

AEA  looks  forward  to  working  with  our  industry  counterparts 
and  our  respective  governments  to  address  ongoing  concerns  such 
as  the  ability  of  American  firms  to  compete  fairly  in  the  procure- 
ment of  equipment  for  the  second  cellular  network. 

If  I  can  leave  you  with  this  one  point,  it  is  that  Korean  history 
has  shown  U.S.  technology  imported  into  Korea  has  led  to  growth 
in  industries  that  contribute  to  Korea's  economic  well-being. 
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It  is  our  belief  that  the  United  States  and  Korea  have  much  to 
gain  through  strengthened  economic  and  trade  relationship. 
Through  the  partnership  with  U.S.  firms,  Korea  cannot  only  de- 
velop products  which  meet  world  standards  but  set  new  standards 
for  the  rest  of  the  world. 

Thank  you,  Mr.  Chairman. 

[The  statement  of  Mr.  Dillingham  appears  in  the  appendix.] 

Mr.  Bereuter.  Mr.  Rosenthal,  your  statement  will  be  made  a 
part  of  the  record.  Please  summarize  or  proceed  as  you  wish. 

STATEMENT  OF  PAUL  ROSENTHAL,  ON  BEHALF  OF  THE  NA- 
TIONAL PORK  PRODUCERS  COUNCIL,  AMERICAN  MEAT  IN- 
STITUTE, AND  THE  NATIONAL  CATTLEMEN'S  ASSOCIATION 

Mr.  Rosenthal.  Thank  you.  Mr.  Chairman,  good  afternoon.  It  is 
an  honor  to  testify  before  the  committee  this  afternoon. 

For  the  record,  my  name  is  Paul  Rosenthal.  I  am  a  partner  with 
the  Washington,  D.C.  law  firm  of  Collier,  Shannon,  Rill  &  Scott. 
We  represent  the  National  Pork  Producers  Council,  the  National 
Cattlemen's  Association,  and  the  American  Meat  Institute  in  a  sec- 
tion 301  case  that  was  filed  this  past  fall  involving  the  export  prob- 
lems the  industry  faces  in  getting  into  the  Korean  market. 

I  was  pleased  to  note  your  earlier  reference  to  the  pork  industry 
and  also  your  reference  to  the  earlier  section  301  case  that  the 
American  Meat  Institute  had  filed  and  won  back  in  1988. 

In  fact,  we  won  a  GATT  panel  decision  essentially  commanding 
the  Koreans  to  open  up  the  South  Korean  market  to  our  high-qual- 
ity beef  exports,  and  I  go  into  some  of  that  in  my  written  state- 
ment. I  will  not  repeat  that  this  afternoon. 

I  am  certainly  pleased  to  have  the  opportunity  to  testify  on  this 
very  important  issue  of  meat  exports  to  Korea. 

As  you  know,  the  U.S.  meat  industry  is  very  competitive  and 
very  export  oriented.  However,  we  have  had  a  great  deal  of  prob- 
lems in  overcoming  barriers  to  the  South  Korean  market  stemming 
from  way  before  the  1988  section  301  case  and  continue  to  face 
those  problems  today. 

We  have  been  forced  once  again  to  pursue  our  remedies  under 
U.S.  law,  including  the  filing  of  a  more  recent  301  case  back  in  the 
fall.  That  is  pending  as  we  speak. 

My  written  testimony  goes  through  part  of  this  history  of  the  301 
petition,  the  numerous  agreements  that  have  been  reached  be- 
tween the  United  States  and  Korea  on  agricultural  products,  in- 
cluding red  meat.  I  will  not  repeat  that  history  this  afternoon. 

I  will  summarize  the  history  simply  by  saying  that  it  is  one  of 
frustration  and  a  great  deal  of  difficulty  in  trying  to  open  up  the 
South  Korea  market  to  our  very  competitive  exports. 

So,  despite  an  earlier  GATT  panel  report  on  meat,  several  bilat- 
eral agreements  with  the  Koreans  over  meat  access,  and  a  new 
GATT  agreement  on  sanitary  and  phytosanitary  rules — health  and 
safety  rules — the  U.S.  meat  exporters  continue  to  face  barriers.  We 
still  do  not  have  full  and  fair  access  to  the  Korean  market. 

I  have  attached  to  my  written  statement  a  list  of  the  continuing 
problems  we  have  getting  into  the  Korean  market.  I  will  not  go 
through  all  of  those  today. 
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I  will,  though,  just  briefly  mention  two  issues,  one  involving 
shelf-life  standards  and  the  other  one  involving  import  clearance 
delays. 

They  relate  directly,  Mr.  Chairman,  to  the  issue  you  mentioned 
earlier  when  Deputy  USTR  Charlene  Barchefsky  talked  about  the 
additional  trade  barriers  that  the  U.S.  is  facing — the  non-tariff  bar- 
riers— and  those  are  clearly  facing  the  red  meat  industry  today. 

Let  me  just  talk  about  shelf-life  standards  very  quickly.  When  it 
comes  to  meat  shelf-life,  virtually  every  country  in  the  world  allows 
the  manufacturer  of  that  product  to  establish  the  so-called  "sell  by" 
date.  When  you  go  to  the  grocery  store,  you  see  the  label,  "sell  by" 
this  particular  date. 

The  two  exceptions  to  the  manufacturer  derived  shelf-life  dating 
system  are  Egypt  and  Korea.  Korea  sets,  by  regulation,  the  shelf- 
life  for  a  wide  variety  of  food  products.  For  red  meat,  Korea  has 
set  several  different  sell  by  dates;  for  example,  30  days  for  frozen 
cooked  sausages  and  10  days  for  chilled  beef  and  pork. 

Unfortunately,  the  shelf-lives  set  by  the  Korean  government  have 
absolutely  no  basis  in  science.  They  have  no  rational  foundation  for 
them. 

These  relatively  short  and  arbitrary  shelf-lives  make  it  virtually 
impossible  for  U.S.  exporters  to  sell  in  the  Korean  market. 

The  shelf-life  problem  is  compounded  by  delays  in  receiving  no- 
tice about  the  opportunity  to  bid  on  sales  in  Korea  and  delays  in 
getting  meat  products  cleared  through  Korean  regulatory  authori- 
ties. 

Korea  still  does  not  allow  U.S.  exporters  to  deal  directly  with 
consumers  or  customers  in  Korea.  U.S.  exporters  have  to  go 
through  a  Korean-state  trading  company  called  the  LPMO,  which 
floats  tenders,  offers,  requests  for  bids  for  meat.  Often  U.S.  export- 
ers do  not  even  get  notice  of  the  tenders  in  time  to  bid  properly. 

That  problem  is  further  compounded  by  the  lengthy  delays  in 
clearing  the  meat  products  through  Korean  channels.  Indeed,  at 
least  three  Korean  agencies  have  jurisdiction  over  testing  and 
clearing  imported  meat  products.  They  have  got  Customs.  They 
have  got  their  Ministry  of  Health  and  Welfare.  They  have  got  their 
Ministry  of  Agriculture,  of  Forestry  and  Fisheries. 

As  a  result,  it  can  take  anywhere  from  two  weeks  to  four  weeks 
to  get  a  U.S.  meat  product  into  the  stream  of  commerce. 

Those  delays  for  the  customs  and  regulatory  clearance  process 
are  far  in  excess  of  the  arbitrary  shelf-life  time,  for  example,  10 
days — and  that  does  not  even  count  for  the  time  it  takes  to  ship 
the  product.  So  you  can  see  why  the  U.S.  industry  has  had  such 
difficulty  penetrating  the  market. 

Since  we  filed  our  301  petition  this  last  fall,  the  U.S.  industry 
has  been  asked  on  numerous  occasions,  by  the  Koreans,  by  people 
in  the  press,  what  do  you  really  want?  What  is  your  bottom  line 
here?  Our  answer  has  been  very  simple.  The  U.S.  industry  wants 
an  end  to  the  various  impediments  to  market  access. 

We  do  not  want  an  agreement  in  one  area  that  the  Koreans  will 
be  free  to  circumvent  by  putting  up  an  impediment  in  another 
area.  It  does  no  good,  for  example,  to  solve  the  shelf-life  problem 
if  we  still  cannot  get  our  products  through  customs  in  a  timely 
fashion. 
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We  want  to  have  an  agreement  that  does  not  lead  to  another  dis- 
pute over  another  impediment  down  the  road. 

The  U.S.  Trade  Representative's  office  has  indicated  the  wiUing- 
ness  to  challenge,  for  example,  the  Korean  shelf-life  requirements 
under  the  new  sanitary  and  phytosanitary  agreement  of  the  GATT 
or  the  WTO.  We  believe  that  the  U.S.  would  have  an  exceedingly 
strong  case  were  it  to  go  to  a  WTO  panel. 

While  we,  the  U.S.  meat  industry,  does  not  particularly  want  any 
further  delay  in  resolving  this  case,  a  strong  WTO  ruling  in  our 
favor  would  be  helpful  to  a  wide  variety  of  U.S.  agricultural  inter- 
ests. 

We  prefer  settlement,  but  we  fully  support  taking  this  issue  to 
the  WTO. 

And,  while  the  industry  believes  the  WTO  will  find  in  the  United 
States'  favor  if  we  go  to  a  panel,  we  do  not  have  to  go  to  the  WTO 
to  enforce  our  rights  under  the  bilateral  agreements  we  have 
signed  with  Korea.  Although  the  WTO  process  may  be  preferred  for 
some  purposes,  the  U.S.  industry  expects  that  the  government  will 
use  every  tool  available  under  section  301,  including  unilateral  ac- 
tion if  necessary. 

Let  me  add  one  other  thing  about  the  importance  of  this  case. 
Some  Members  of  the  Committee  may  recall — and,  Mr.  Chairman, 
you  are  very  familiar  with  this  industry — last  spring,  the  Korean 
government  essentially  held  up  a  shipment  worth  about  $6  million 
of  sausages.  The  government  had  changed  the  shelf-life  rules  over 
night,  essentially. 

That  action  clearly  helped  spur  the  U.S.  industry  to  file  the  301 
petition.  But  the  petition  in  this  case  is  not  about  $6  million  worth 
of  hot  dogs  or  sausages.  The  industry  has  estimated  that  the  Ko- 
rean market  could  be  worth  as  much  as  $250  million  a  year  in  ex- 
ports in  the  near  term  and  close  to  $1  billion  a  year  by  the  end 
of  this  decade. 

So,  in  economic  terms,  the  outcome  of  this  dispute  means  a  great 
deal  to  the  industry. 

Finally,  I  want  to  thank  you  and  the  other  members  of  the  com- 
mittee for  holding  this  hearing.  The  Uruguay  Round  legislation  has 
been  enacted  into  law,  but  it  is  absolutely  vital  that  Congress  over- 
sees implementation. 

The  meat  industry  should  not  be  forced  to  file  case  after  case  and 
go  through  dispute  after  dispute  to  get  access  to  foreign  markets. 
It  is  only  through  the  continued  review,  oversight,  and  interest  by 
Members  such  as  yourself  that  I  think  we  will  be  able  to  get  away 
from  this  pattern  of  continual  filing  of  cases. 

We  thank  you  very  much  for  your  interest. 

[The  statement  of  Mr.  Rosenthal  appears  in  the  appendix.] 

Mr.  Bereuter.  Mr.  Rosenthal,  thank  you  very  much  for  your  tes- 
timony. You  are  absolutely  right,  the  proof  now  is  in  whether  or 
not  the  accord  is  implemented — whether  the  Uruguay  Round  ac- 
cord is  implemented. 

Next  we  will  hear  from  Mr.  Steve  Judge. 

Mr.  Judge  is  a  Senior  vice  president  of  Securities  Industry  Asso- 
ciation. 

Mr.  Judge,  your  statement  will,  of  course,  be  made  a  part  of  the 
record  in  its  entirety;  and  you  may  proceed  as  you  wish. 
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Thank  you  for  your  testimony  today. 

STATEMENT  OF  STEVE  JXJDGE,  SEMOR  VICE  PRESIDENT, 
SECURITIES  INDUSTRY  ASSOCIATION 

Mr.  Judge.  Thank  you,  Mr.  Chairman. 

I  am  Steve  Judge,  Senior  vice  president  of  Government  Affairs 
for  the  Securities  Industry  Association;  and  I  appreciate  the  oppor- 
tunity to  present  SIA's  views  on  the  Korean  capital  markets. 

Korea  has  made  great  strides  in  the  past  30  years  and  stands  on 
the  threshold  of  joining  the  community  of  economically  developed 
nations. 

Yet,  unlike  most  of  the  developed  country  markets  it  seeks  to 
emulate,  Korea  still  has  a  wide  array  of  market  access  barriers  to 
foreign  securities  firms  and,  in  many  cases,  denies  them  national 
treatment. 

This  not  only  hampers  the  ability  of  the  U.S.  securities  industry 
to  compete  and  thrive  in  the  global  marketplace,  but  it  also  reduces 
Korea's  potential  for  economic  growth. 

Korea  is  now  one  of  Asia's  wealthiest  emerging  markets  and  one 
of  the  fastest  economic  growth  rates  in  the  world.  Since  1970,  eco- 
nomic growth  in  Korea  has  grown  at  a  compound  rate  of  22  per- 
cent. More  recently,  Korea  has  an  average  GDP  growth  rate  of  9 
percent  annually  during  the  period  from  1986  to  1993.  Clearly, 
Korea  represents  a  major  market  opportunity  for  U.S.  goods  and 
services. 

In  1993,  the  Korean  government  introduced  the  "blueprint" 
which  outlined  a  variety  of  market  opening  measures  to  be  imple- 
mented over  a  five-year  period.  Since  this  time,  Korea  has  made 
marginal  progress  in  opening  its  capital  markets  to  foreign  securi- 
ties firms. 

Korea's  tightly  regulated  capital  markets  helped  it  reach  and 
maintain  high  rates  of  growth  but  now  hamper  the  efficient  alloca- 
tion of  capital  and  the  inflow  of  foreign  capital  that  are  necessary 
for  Korea's  continued  growth. 

Korea  remains  one  of  the  most  restrictive  markets  in  which  U.S. 
securities  firms  operate.  Establishment  of  U.S.  securities  firms  in 
the  Korean  market  is  minimal,  and  activities  are  extremely  limited 
because  of  policies  which  discriminate  against  foreign  securities 
firms. 

Restrictions  include  ceilings  on  foreign  ownership,  restrictive  for- 
eign exchange  controls;  burdensome  capital  requirements;  regula- 
tions which  are  subject  to  varying  interpretations;  and  prohibitions 
on  foreign  ownership  of  Korean  blue-chip  bonds. 

SIA  is  disappointed  that  recent  U.S. -Korean  bilateral  discussions 
yielded  little  progress  on  these  issues.  We  believe  these  and  other 
discriminatory  measures  are  inappropriate,  especially  given  Korea's 
remarkable  economic  achievements  and  its  desire  for  OECD  mem- 
bership. 

Korea  is  not  alone  in  discriminating  against  U.S.  securities 
firms.  We  frequently  experience  discrimination  and  unfair  treat- 
ment in  other  foreign  markets.  Recognizing  this,  the  financial  serv- 
ices industry  believed  that  including  financial  services  in  the  GATT 
negotiations  offered  the  best  chance  to  develop  a  set  of  principles 
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and  commitments  that  would  allow  financial  services  firms  to  com- 
pete on  an  equal  basis. 

These  talks  did  not  result  in  broad  market  liberalization.  In  De- 
cember 1993,  negotiators  agreed  to  hold  further  discussions  over  an 
18-month  period.  These  talks  are  scheduled  to  end  this  June,  at 
which  point  the  U.S.  must  decide  whether  to  grant  most  favored 
nation  treatment  in  financial  services  to  other  countries.  One  of  the 
key  factors  in  this  determination  is  the  extent  to  which  Korea 
opens  its  markets. 

The  primary  goal  of  the  U.S.  financial  services  industry  in  the 
extended  negotiations  is  simple:  To  secure  substantial  liberaliza- 
tion across  a  wide  range  of  commercially  important  developed  and 
developing  countries.  Absent  adequate  liberalizing  commitments, 
the  U.S.  should  take  most  favored  nation  exemption.  This  would 
allow  the  U.S.  Government  to  decide  whether  to  over  the  benefits 
of  our  open  markets  to  financial  services  firms  from  those  countries 
that  have  closed  markets. 

The  securities  industry  is  seriously  concerned  over  the  current 
status  of  these  extended  financial  service  negotiations  under  the 
WTO.  There  has  been  no  indication  that  most  of  our  trading  part- 
ners wish  to  make  acceptable  offers  during  the  extended  round. 
The  U.S.,  on  the  other  hand,  has  done  its  part  by  offering  full  na- 
tional treatment  and  market  access. 

We  applaud  you,  Mr.  Chairman,  and  all  the  Members  of  your 
Committee,  for  your  interest  in  the  Korean  capital  markets  and  the 
extended  financial  service  negotiations. 

The  U.S.  Government  has  made  market  liberalization  in  finan- 
cial services  a  priority  and  has  received  support  for  its  efforts  from 
the  securities  industry. 

I  would  like  to  take  this  opportunity  to  express  my  appreciation 
to  the  Members  of  this  Committee  and  to  the  administration,  par- 
ticularly, the  Department  of  Treasury  and  the  USTR,  for  the  sup- 
port of  initiatives  to  open  financial  markets  in  other  countries. 

In  today's  global  economy,  businesses  must  have  the  ability  to  es- 
tablish offices  and  expand  in  markets  in  which  their  clients  seek 
new  opportunities.  For  the  U.S.  financial  securities  industry  to 
thrive,  grow,  and  maintain  its  pre-eminent  role  in  the  world's  cap- 
ital markets,  barriers  that  impede  our  ability  to  access  new  mar- 
kets and  compete  effectively  in  the  international  marketplace  must 
be  dismantled. 

Mr.  Chairman,  SIA  looks  forward  to  working  with  you  and  the 
subcommittee  to  achieve  better  access  to  Korean  markets  and  to 
bring  the  extended  financial  services  negotiations  to  a  successful 
conclusion. 

Access  to  international  markets  provides  expanded  opportunities 
for  U.S.  economic  growth  and  job  creation. 

Open,  fair,  and  free  markets  give  the  U.S.  securities  industry  the 
opportunity  to  raise  the  capital  and  provide  the  service  on  which 
the  U.S.  economy  depends. 

Thank  you. 

[The  statement  of  Mr.  Judge  appears  in  the  appendix.] 

Mr.  Bereuter.  Thank  you  very  much,  Mr.  Judge,  for  your  state- 
ment. 
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Next  we  have  Mr.  Edward  M.  Rozynski.  He  is  the  vice  president 
of  the  Health  Industry  Manufacturers  Association. 

Your  statement  will  be  made  a  part  of  the  record,  and  you  may 
proceed  as  you  wish.  Thank  you  very  much  for  your  attendance 
today  and  for  your  testimony. 

Please  proceed. 

STATEMENT  OF  EDWARD  M.  ROZYNSKI,  VICE  PRESIDENT, 
HEALTH  INDUSTRY  MANUFACTURERS  ASSOCIATION 

Mr.  Rozynski.  Thank  you,  very  much,  Mr.  Chairman.  I  am  very 
happy  to  be  here  today  and  have  the  opportunity  to  testify. 

Let  me  state  for  the  record  that  the  suit  I  am  wearing  here  today 
was  made  in  the  Itaewon  Tailor  Plaza,  right  down  the  hill  from  the 
Hyatt  Hotel.  Although,  it  took  me  two  days  to  have  my  suit  made 
as  opposed  to  the  other  Chairman  who  was  here  earlier. 

The  South  Korea  market  for  medical  technology  is  worth  about 
$800  million  today.  And  that  makes  it  easily  the  largest  market  in 
Asia  outside  of  Japan  and  one  of  the  fastest  growing  markets  in 
Asia,  growing  at  about  18  percent  a  year. 

When  you  compare  the  growth  in  the  Asian  markets,  and  in 
Korea  in  particular,  to  the  United  States,  Europe,  and  Japan,  you 
see  that  they  are  growing  about  18,  20  percent  a  year.  The  product 
for  our  markets  in  this  country  and  in  the  other  industrialized 
countries  are  growing  about  7  percent  a  year. 

So  being  able  to  sell  to  those  markets  is  very  important  to  our 
future  growth  and  future  viability  of  the  industry. 

Now,  about  a  year  ago  when  the  Koreans  decided  to  institute 
some  new  regulations  for  medical  devices,  they  actually  had  a  fair- 
ly noble  goal  in  mind. 

What  they  wanted  to  do  is  try  and  keep  shoddy  medical  devices, 
either  domestic  made  or  imports,  off  the  market.  And,  you  know, 
we  support  the  development  of  high-quality  products;  and  so  we 
went  to  the  Korean  Government  and  said:  Fine.  We  can  suggest 
some  international  quality  standards  that  you  might  have  all  medi- 
cal devices  meet,  whether  domestic  or  imported. 

And  we  suggested  that  they  might  also  piggyback  what  they  do 
off  of  the  approvals  that  these  devices  already  have,  either  in  Eu- 
rope, the  U.S.,  or  Japan.  I  mean  why  go  through  and  re-test  these 
things  all  the  way  from  the  beginning  if  they  already  meet  well- 
recognized  international  quality  standards. 

And  unfortunately,  what  happened,  is  that  the  Koreans  decided 
to  come  up  with  a  uniquely  Korean  situation  or  solution.  They  de- 
cided that  every  shipment  of  medical  devices — and  its  not  just  the 
first  time — but  every  time  a  particular  shipment  comes  in  of  any 
particular  product,  it  has  to  be  tested  by  a  local  Korean  test  house; 
and  you  have  to  pay  a  1  percent  fee  on  each  and  every  shipment. 

Mr.  Bereuter.  Each  item  in  a  shipment? 

Mr.  Rozynski.  Each  shipment  has  to  be  tested. 

Mr.  Bereuter.  Regardless  if  they  tested  the  same  product  in  a 
previous  shipment? 

Mr.  Rozynski.  Yes. 

Mr.  Bereuter.  Thank  you. 
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Mr.  ROZYNSKI.  So  it  is  not  just  the  first  time  it  comes  in  but  each 
and  every  time  a  particular  device  comes  in,  it  has  to  go  in  and  be 
tested,  we  have  to  pay  a  fee. 

So  we  said,  OK,  what  are  the  standards  you  are  going  to  follow 
to  do  that  testing?  And  they  basically  said  that  they  are  not  going 
to  be  using  international  standards,  they  have  their  own  testing 
protocols  that  they  are  going  to  use. 

And  so,  therefore,  it  created  a  very  difficult  situation  for  us  be- 
cause we  were  very  happy  to  have  the  products  tested  to  some 
known  standard,  but  we  did  not  want  these  products  tested  to 
something  that  we  did  not  know  whether  or  not  it  would  actually 
help  or  hurt  the  quality  and  safety. 

And  actually,  let  me  give  you  an  example  of  the  sorts  of  devices 
that  they  are  testing.  I  have  with  me  here  today  a  heart  valve.  And 
there  are,  of  course,  many  numerous  shipments  of  heart  valves 
that  go  into  Korea  for  use  in  Korean  patients. 

I  also  have  with  me  some  pacemaker  leads  that  go  from  a  heart 
pacemaker  to  somebody's  heart  to  shock  it  every  time  their  heart 
slows  down  too  much  and  it  needs  to  be  given  a  shock. 

And  so  what  happens  is,  when  these  devices  go  into  Korea — and 
they  all  need  to  be  tested — they  go  to  this  test  house.  We  pay  them 
the  1  percent  fee.  Sometimes  they  do  not  bother  to  test  it.  OK?  So 
there  is  no  value  added,  and  there  is  certainly  nothing  that  contrib- 
utes to  the  quality  and  safety  of  the  product.  They  just  keep  it  for 
a  few  days;  they  give  it  back  to  you;  and  then  you  go  ahead  and 
sell  in  Korea. 

Or  they  open  up  sterile  packages  and  do  a  test  on  it,  close  it,  and 
give  it  back  to  you.  Well,  I  certainly  would  not  want  a  heart  valve 
put  in  me  that  had  been  opened  and  tested  and  closed  again. 

Or  in  the  event  of  a  non-sterile  product,  they  simply  do  some  sort 
of  a  test,  and  we  have  no  idea  of  how  it  contributes  to  safety  and 
quality. 

So  in  sum,  basically,  what  we  have  been  trying  to  do  is  to  get 
them  to  use  international  standards  when  they  test  medical  devices 
or  to  do  what  they  simply  do  for  pharmaceuticals,  which  are  inher- 
ently less  risky  than  medical  devices  anyway.  For  pharmaceuticals, 
they  say,  "Show  us  proof  that  it  has  been  approved  in  the  U.S., 
show  us  proof  that  you  meet  standard  X,  Y,  and  Z,  and  you  do  not 
have  to  go  through  local  testing." 

If  they  would  simply  extend  that  from  pharmaceuticals  to  de- 
vices, our  problem  would  be  taken  care  of  But  they  do  not  want 
to  do  that. 

And  it  not  only  hurts  us  and  Korean  patients,  but  it  actually 
hurts  the  Korean  industry's  ability  to  export  themselves  in  future 
years  because  all  of  the  products  that  they  make  are  produced  to 
unique  Korean  standards  and  they  meet  no  international  standard. 
So  they  cannot  export. 

So  it  both  hurts  the  quality  of  the  products  that  we  bring  in.  It 
creates  problems  for  patients  in  Korea,  and  it  also  retards  their 
own  long-term  ability  to  export  medical  devices. 

And  so  that  is  really  the  situation.  And  we  hope  that  the  sub- 
committee will  help  us,  working  with  the  U.S.  Government,  to  solve 
the  problem. 
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And,  as  I  say,  we  are  more  than  happy  to  meet  any  international 
quahty  standards  that  they  want  us  to.  But  we  want  to  do  things 
that  are  both  good  for  us  and  good  for  the  patient. 

Thank  you,  very  much. 

[The  statement  of  Mr.  Rozynski  appears  in  the  appendix.] 

Mr.  Bereuter.  Thank  you  for  your  testimony,  all  four  of  you. 

I  guess  I  would  just  like  to  ask  a  very  general  question  to  begin 
with.  And  that  is  related  to  the  question  I  asked  Mr.  Allen  before. 

Given  the  statements  that  President  Kim  has  made  about 
globalization,  given  all  the  difficulty  we  have  a  whole  range  of  inno- 
vative, non-tariff  barriers  by  the  bureaucracy,  what  can  we  do  to 
cut  through  this  problem  and  reduce  a  number  of  difficulties  we 
have  so  that  our  products  can  move  in  a  reasonably  unimpeded 
fashion,  consistent  with  reasonable  regulations  and  international 
standards? 

And  I  also  would  like  to  have  your  comment,  if  you  have  any, 
about  the  capacity  that  exists  within  our  Government  to  pursue  the 
unfair  trade  practices  that  do  exist  and  seek  compliance  and  satis- 
faction. 

Who  would  like  to  be  the  first  volunteer? 

I  am  looking  for,  of  course,  the  silver  bullet;  but  anything  that 
comes  close  to  being  helpful,  will  be  appreciated. 

Mr.  Rosenthal.  I  will  take  a  stab  at  that,  Mr.  Chairman. 

I  suggested  one  possible  area,  which  is  really  to  press  the  limits 
of  the  WTO  and  see,  effectively,  how  good  a  bargain  we  have  gotten 
in  the  WTO  process;  see  if  the  different  codes  that  have  been  cre- 
ated work;  whether  the  dispute  settlement  process  works.  I  think 
that  is  one  approach. 

That  suggestion  relates  to  the  second  part  of  your  question, 
which  is:  Does  USTR  or  the  other  government  agencies  have  the 
resources  to  do  that? 

My  concern  is  that  not  only  does  the  U.S.  Government  not  have 
the  resources  to  press  against  every  unfair  trade  practice,  neither 
does  the  WTO.  I  am  not  sure  quite  how  they  are  going  to  handle 
every  instance  in  which  the  Korean  or  other  bureaucracy  decides 
to  thwart  U.S.  exports. 

My  suggestion  to  press  dispute  settlement  to  the  limits  is  only 
going  to  work  to  a  certain  extent.  I  think  that  there  has  to  be  con- 
tinued administration  and  congressional  pressure  at  the  highest 
levels  to  enforce  the  good  words  that  have  been  uttered  by  the  Ko- 
rean political  leaders — to  make  sure  that  those  trickle  down  to  the 
bureaucracy  and  that,  in  fact,  there  is  action  on  the  good  policies 
we  hear  about. 

It  may  sound  self-serving  as  a  lawyer  arguing,  on  one  hand,  for 
more  legal-type  dispute  settlement  remedies.  I  do  not  want  to  do 
that.  I  have  spent  seven  years  working  on  Korean  market  access 
for  U.S.  meat.  There  are  other  issues  I  can  deal  with  and  may  even 
prefer  to.  Congress  must  press  at  the  political  level  as  well  and 
keep  the  pressure  on. 

Unfortunately,  without  pressure  I  do  not  think  that  Korea,  or 
most  other  countries,  is  going  to  see  it  in  its  self-interest  in  the 
short  term  to  open  its  markets  to  us.  I  do  not  see  any  substitute 
for  continued  political  pressure. 
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Mr.  Bereuter.  I  will  come  to  the  other  panelists  in  just  a  second 
for  the  same  question.  But  you  have  given  me  an  opportunity  to 
ask  a — ^you  have  given  me  the  lead  to  ask  another  question  that  re- 
lates to  an  idea  I  had  today.  I  have  not  had  time  to  try  it  out  on 
anybody,  so  you  are  the  first.  I  have — have  not  even  given  it  to  my 
staff. 

I  have  been  thinking  about  what  a  litigious  society  we  have  and 
allegedly  how  many  more  lawyers  we  have  than  we  need  in  this 
country.  And  I  have  been  thinking  about  how  few  people  we  have, 
really,  to  help  pursue  our  difficulties  within  the  USTR.  I  mentioned 
what  part  of  one  person  we  have  that  pursues  the  problem  with 
Korea. 

Is  there  some  way  that  we  can  take  what  is  allegedly  a  problem, 
an  over  supply  of  lawyers,  and  a  litigious  society  and  give  an  incen- 
tive to  lawyers,  independently  acting,  to  assist  the  USTR? 

Mr.  Rosenthal.  That  is  a  very  interesting  idea.  In  fact,  Senator 
Dole  has  a  bill,  I  think  it  is  S.  16,  that  deals  with  the  oversight 
of  the  WTO  process,  that  calls  for  participation  of  interested  par- 
ties, lawyers  and  non-lawyers,  in  the  GATT  dispute  settlement 
process. 

Given  the  thinly  staffed  USTR,  that  might  be  seen  as  a  help. 
USTR  might  see  it  as  an  intrusion  as  well,  depending  on  the  case 
and  the  particular  lawyer  involved.  That  is  one  element  to  con- 
sider. 

I  would  like  to  think  some  more  about  that  before  I  respond  fur- 
ther, maybe  even  talk  to  your  staff  about  that. 

Mr.  Bereuter.  Well,  it  is  kind  of  a  wild  idea;  but  if  we  could  pro- 
vide some  incentive  to  turn  loose  a  tremendous  supply  we  have  of 
legal  talent,  even  legal  talent  international  trade  issues,  to  supple- 
ment what  we  employ  at  the  USTR  and  Commerce  and  other  agen- 
cies, it  appears  to  me  that,  perhaps,  we  could  overwhelm  them  with 
lawyers. 

Mr.  Rosenthal.  That  is  a  wonderful  thought. 

Mr.  Bereuter.  Who  would  like  to  be  next  to  my  basic  question; 
but  any  comments  on  the  addendum  would  be  appreciated,  too? 

Mr.  Dillingham. 

Mr.  Dillingham.  Mr.  Chairman,  I  would  just  like  to  comment, 
and  certainly  agree  with  you,  that  there  does  not  appear  to  be  a 
single  silver  bullet. 

It  has  been  our  experience,  not  only  in  Korea  but  also  in  Japan 
and  other  areas  where  market  access  has  been  barred,  that  basi- 
cally these  issues  have  to  be  taken  one  at  a  time  and  you  have  to 
find  the  element  within  the  foreign  government  that  deals  with 
that,  expose  the  problem,  and  then  work  through  USTR,  through 
the  embassy  in  that  country,  and  through,  in  this  case,  the  Korean 
Government  in  order  to  come  to  grips  with  not  only  with  the  issue 
but  its  possible  solution. 

I  just  want  to  reiterate  what  has  been  said,  that  basically,  in 
telecommunications,  with  respect  to  intellectual  property,  the  state- 
ments that  have  been  made  by  President  Kim  have,  in  fact,  been 
executed.  They  have  been  executed  by  the  bureaucracy  in  the  sense 
that  the  individual  offenders  have  been  exposed  and  heavy  fines 
have  been  laid  on  them  to  dissuade  them  from  continuing  that 
practice. 
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Mr.  Bereuter.  It  is  true,  though,  that  you  have  a  unique  status 
among  the  people  representing 

Mr.  Dillingham.  That  is  true. 

Mr.  Bereuter  [continuing].  Their  clients  today,  and  that  you 
really  have  no  peer;  you  have  no  competition  within  South  Korea. 

Is  that  true? 

Mr.  Dillingham.  As  a  supercomputer  vendor  and  supplier,  that 
is  correct. 

But  as  part  of  the  telecommunications  area,  there  are,  in  fact, 
broader  issues.  With  respect  to  the  telecommunications  companies 
from  the  United  States  have  faced  the  pirating  of  software,  for  ex- 
ample, in  the  computer  area.  Exposing  the  pirators  and  then  fining 
them  has,  in  fact,  started  to  work. 

Mr.  Bereuter.  I  appreciate  the  distinction.  I  suspect  that  there 
is  a  relationship  between  whether  or  not  one  has  competition  for 
the  product  we  are  attempting  to  bring  in  and  the  amount  of  bu- 
reaucratic red  tape  and  nontariff  barriers  that  one  faces. 

Mr.  Dillingham.  Yes,  sir,  that  is  correct. 

Mr.  Bereuter.  All  right.  Who  would  like  to  be  next? 

Mr.  ROZYNSKI.  I  would.  Thank  you  very  much,  Mr.  Chairman. 

One  of  the  problems  we  face — and  it  is  not  really  just  in  Korea — 
is  that  domestic  health  agencies  tend  to  be  very  conservative,  slow 
to  change,  obviously,  very  domestically  oriented. 

They  really  do  not  give  much  consideration  to  sort  of  inter- 
national trade  matters.  They  just  want  to  make  sure  their  regula- 
tions are  put  in  place,  and  whether  they  are  harmonized  or  not  is 
really  sort  of  secondary. 

So  I  think  that  what  would  be  helpful  is  if  the  U.S.  Government 
can  push  the  Koreans  to  move  further  down  the  road  of  global  har- 
monization and  also  to  be  consistent  in  that  if  they  are  going  to 
treat  pharmaceuticals  one  way  and  give  them  a  way  out  of  local 
testing,  they  should  be  able  to  do  that  with  medical  devices,  which, 
as  I  say,  are  inherently  risky. 

And  finally,  the  thing  that  I  think  that  you  can  do  to  help  us  in 
Korea,  actually  has  very  little  to  do  with  Korea.  It  has  a  lot  to  do 
with  what  you  are  doing  here  in  the  U.S.,  which  is  to  work  this 
year  to  reform  the  Food  and  Drug  Administration  in  terms  of  how 
they  regulate  our  industry.  Because  unless  we  can  get  our  own 
country  to  use  international  standards  on  a  regular  basis  to  ap- 
prove products,  it  is  very  difficult  for  us  to  go  around  the  world  and 
preach  that  to  other  countries. 

And,  unfortunately,  when  we  do  go  to  Asia  and  talk  about  what 
is  the  best  way  to  regulate  medical  devices,  we  have  to  point  to  the 
European  system  because  the  European's,  when  they  harmonized 
their  system  four  or  five  years  ago,  built  their  system  on  the  use 
of  international  quality  standards.  And  so  we  are  out  in  Asia  hawk- 
ing the  European  system  as  the  best  way  to  regulate  medical  de- 
vices. 

And  I  think  it  would  really  help  our  case  if  this  country  went 
down  that  same  path  of  global  harmonization  and  we  could  speak, 
therefore,  much  more  forcefully  in  countries  like  Korea. 

Thank  you. 

Mr.  Bereuter.  Perhaps  you  have  read  or  would  be  interested  in 
reading  Phillip  Howard's  new  book  on  regulation.  It  has  been  on 
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the  best  seller  list  in  the  New  York  Times  for,  now,  some  four  or 
five  weeks. 

I  have  heard  him  speak,  and  I  believe  the  example  comes  from 
the  book  that  the  average  length  of  approval  in  the  FDA  today  is 
about  seven  years. 

And,  of  course,  that  eats  significantly  into  the  life  of  the  product. 
I  am  sure  you  are  half  obsolescent  by  the  time  you  may  hit  the 
market.  Safety  and  soundness  are  very  important,  of  course,  safety. 
But  perhaps  there  is  a  lot  we  could  do.  And  I  appreciate  that  sug- 
gestion. 

It  seems  to  me  that  one  of  the  things  people  across  the  world  feel 
most  strongly  about  is  their  own  health  and  the  health  of  their 
family. 

And  I  am  wondering  if  there  is  a  latent  or  a  noticeable  consumer 
lobby  in  Korea,  for  example,  and  if  your  industry  could  point  out 
to  them  rather  graphically  what  is  being  denied  them  by  the  kind 
of  non-tariff  barriers  or  the  excessive  costs  that  are  passed  on 
through  the  product  to  them  because  of  the  nontariff  barriers  and 
the  ridiculous  kind  of  inspection  procedures  you  mention  there  that 
take  place  at  the  dock? 

If  they  could  have  some  understanding  of  the  fact  that,  perhaps, 
their  government  is  coming  between  them  and  a  matter  of  life  and 
death,  particularly  when  you  are  talking  about  the  kind  of  medical 
devices  you  were  just  talking  about. 

You  think  it  is  possible  that  there  is  a  consumer  lobby  that  you 
could,  in  particular,  with  your  product,  could  bring  to  life  in  South 
Korea  that  would  help  you? 

Would  you  be  barred  from  running  major  newspaper  ads,  for  ex- 
ample, in  South  Korea? 

Mr.  ROZYNSKI.  No,  we  would  not  be  barred  from  doing  it.  We 
would,  probably,  just  as  a  political  matter,  do  it  with  the  local  asso- 
ciation that  are  international  members  who  are  also  part  of  it  to 
get  it,  you  know,  more  of  a  local  approach  and  view. 

Mr.  Bereuter.  How  much  does  the  South  Korean  consumer  un- 
derstand about  what  non-tariff  barriers  are  costing  them  for  prod- 
ucts and  services  today,  not  only  your  area,  but  generally? 

Mr.  ROZYNSKI.  I  really  do  not  know.  I  really  do  not  know.  I  do 
know  that  we  find  in  Asia  that  the  consumer  movement  on  these 
sorts  of  issues  really  has  not  sort  of  caught  up  with  the  rest  of  their 
industrial  development. 

Mr.  Bereuter.  I  would  think  probably  the  most  sensitive  area 
of  all  are  those  services  and  products  that  relate  to  ones  health  and 
the  health  of  their  family. 

But  there  is  an  area  in  which  they  could  be  ignited,  it  would 
seem  to  me.  It  might  be  in  products  like  those  that  your  association 
attempts  to  market. 

Mr.  ROZYNSKI.  Well,  you  are  absolutely  right.  As  a  country's  in- 
come level  rises  above  a  certain  stage,  they  get  beyond  the  basics 
of  food,  clothing,  and  shelter,  and  people  want  to  have  good  health 
and  good  environment  and  good  water  for  their  children  and  for 
themselves. 

Thank  you. 

Mr.  Bereuter.  Mr.  Judge,  I  think  you  are  the  only  one  I  have 
not  heard  from  on  my  question. 
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Mr.  Judge.  I  think  we  are  in  a  little  different  situation,  since  our 
negotiations  are  still  going  on.  And  so  the  kind  of  benefit  that  actu- 
ally could  benefit  us  by  Congress  or  by  the  administration  would 
really  be  to  help  push  other  countries  to  go  come  to  the  table  with 
real  good  offers,  with  offers  that  provide  real  market  liberalization 
over  the  next — until  June.  And  at  that  point,  give  us  the  oppor- 
tunity to  make  a  decision  as  to  whether  MFN  ought  to  be  extended 
or  not.  I  think  that  is  one  thing  that  would  be  very  helpful.  So  any 
expression  of  support  for  these  efforts  would  be  help  helpful  for  the 
industry. 

And  in  terms  of  your  other  suggestion,  I  think  anything  you  can 
do  to  channel  the  efforts  of  lawyers  into  more  productive  uses 
would  be  beneficial  to  society  in  general. 

Mr.  Bereuter.  Thank  you,  gentlemen,  for  your  response  to  my 
question.  I  very  much  appreciate  it. 

I  will  turn  the  panel  back  to  the  Chairman,  Chairman  Roth. 
Thank  you. 

Mr.  Roth.  Well,  I  thank  you,  Chairman  Bereuter  for  taking  over. 
We  have  a  big  debate  on  the  floor  on  term  limits,  and  I  wanted  to 
go  over  and  make  a  statement.  But  I  have  your  testimony,  and  I 
appreciate  it  very  much. 

I  wonder  if  you  would  give  me  three  of  the  most  important  points 
you  would  make  in  talking  to  Korean  leaders  in  this  area  of  trade, 
to  strengthen  trade  between  the  two  countries? 

What  are  the  three  points  that  you  would  make? 

The  reason  I  am  asking  is  I  am  going  to  be  talking  with  them, 
and  I  am  picking  your  brain  to  see  what  I  should  be  saying. 

We  will  start  with  Mr.  Dillingham. 

Mr.  Dillingham.  Mr.  Chairman,  transparency  is,  in  fact,  the 
most  important,  I  would  say.  Knowing  what  the  procedure  is,  how 
the  judgments  are  going  to  be  made,  is  fundamental  to  any  pro- 
curement and  certainly  any  sales  and  export. 

And  then  the  other  that  I  would  suggest  is  consistency  of  process. 
I  made  a  comment  in  my  statement  where  the  customs  procedures 
are  retroactive,  they  are  not  documented,  and  there  is  an  exposure 
to  the  importer  for  customs  fees. 

And  if  I  gave  a  third  one,  it  would  be  protection  of  intellectual 
property,  continued  emphasis  on  that. 

Mr.  Roth.  Mr.  Rosenthal? 

Mr.  Rosenthal.  I  have  a  lot  of  specific  things  that  deal  with  the 
meat  industry  that  are  in  my  testimony,  but  I  would  say,  on  a 
broader  basis,  I  would  tell  the  Korean  leaders:  "You  are  leaders 
now.  One  of  your  candidates  almost  became  the  first  executive  di- 
rector of  the  World  Trade  Organization.  You  have  a  responsibility 
to  be  a  world  leader  now.  You  can  no  longer  claim  to  be  a  develop- 
ing country.  You  can  no  longer  rely  on  balance  of  payments  excep- 
tions. You  ought  to  be  taking  the  lead  to  open  up  your  market  for 
the  benefit  of  your  people,  as  well  as  a  matter  of  basic  fairness  to 
the  United  States.  There  ought  to  be  reciprocal  trading  relation- 
ships. And  right  now,  it  is  not  a  reciprocal  relationship."  In  short, 
I  would  emphasize  their  role  as  leaders  in  this  area. 

They  are  entrepreneurial  people  who  I  admire  very  much.  They 
can  find  a  way  to  cut  through  the  red  tape.  They  can  make  their 
bureaucracy  work  for  open  markets  if  they  choose  to  do  so. 
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I  am  no  longer  willing — and  I  suggest  to  you  that  Congress — 
should  no  longer  be  willing  to  accept  excuses  for  not  doing  that. 

Mr.  Roth.  Mr.  Judge. 

Mr.  Judge.  I  think  there  would  be  three  points  that  we  could 
make  that  would  be  very  helpful.  And  specifically,  we  have  also  in 
our  testimony  also  examples  of  non-tariff  barriers  in  the  Korean 
market  on  the  securities  industry  that  would  be  helpful  to  raise. 

But  if  you  are  looking  at  three  broad  issues,  the  first  would  be 
access.  Access  to  the  Korean  markets  for  American  securities  firms 
is  limited,  and  there  needs  to  be  an  ability  for  American  firms  to 
establish  presence  in  Korea.  Currently,  I  think  only  three  firms  are 
established  in  Korea. 

Secondly,  transparency  and  national  treatment  are  of  paramount 
interest. 

Transparency,  so  that  we  understand  what  rules  and  how  those 
rules  are  going  to  be  applied.  And  secondly  that  national  treatment 
be  accorded  to  U.S.  firms  operating  in  Korea  as  national  treatment 
is  accorded  to  foreign  firms  operating  in  the  United  States  today. 

And,  lastly,  I  think  you  ought  to  tell  them  that  it  is  in  their  own 
self-interest,  that  they  desperately  need  access  to  foreign  capital. 
They  need  access  to  the  experience  that  the  American  financial 
services  industry  can  present  to  them.  And  that  in  the  long  run, 
this  is  going  to  reduce  their  capital  costs,  make  them  a  more  effi- 
cient economy,  create  markets  for  U.S.  goods  as  well  from  that.  But 
that  in  the  long  run,  it  is  in  their  own  self-interest  to  open  their 
markets  up  to  U.S.  financial  services  firms. 

Mr.  Roth.  Mr.  Rozynski. 

Mr.  Rozynski.  Thank  you.  I  may  not  have  as  eloquent  an  answer 
as  the  preceding  speakers;  but  let  me  just  say  that  I  would  tell 
them  to  simply  listen  to  their  trade  agencies,  listen  to  their 
consumer  groups,  patients  in  hospitals.  Because  what  they  are 
doing  is  not  improving  the  safety  and  quality  of  their  medical  de- 
vices, and  I  think  that  their  health  ministry  needs  to  get  that  mes- 
sage. 

The  second  thing  that  I  would  push  is  the  use  of  harmonized 
standards  when  they  do  test  something,  that  is  their  health  min- 
istry. Because  unless  they  use  harmonized  international  standards, 
nobody  can  be  sure  whether  you  are  adding  safety  and  quality  to 
the  process  or  whether  you  are  removing  it  when  you  use  some 
unique  standard  that  nobody  understands. 

And  finally,  I  would  say  consistency.  And  I  think  that  has  been 
mentioned  by  some  of  the  other  speakers.  Consistency  in  what  you 
do.  If  they  are  going  to  give  the  pharmaceutical  industry  an  out  in 
terms  of  local  testing  by  accepting  international  standards  or  other 
certifications,  then  they  ought  to  give  it  to  the  medical  device  in- 
dustry. I  mean,  there  is  this  incredible  lack  of  consistency  and  logic 
a  lot  of  times  within  their  system.  So  if  they  just  simply  add  con- 
sistency, that  would  be  very  helpful  as  well. 

That  is  it.  Thank  you. 

Mr.  Roth.  Thank  you  very  much. 

I  have  no  other  questions,  Mr.  Chairman. 

Mr.  Bereuter.  I  have  nothing  further. 
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Mr.  Roth.  I  want  to  thank  all  of  our  panelists  here  today  for  tak- 
ing the  time  to  appear  before  us.  We  appreciate  it  a  great  deal,  and 
we  are  going  to  try  to  work  with  you  in  every  way  we  can. 

[Whereupon,  at  3:17  p.m.,  the  subcommittee  was  adjourned.] 
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OPENING  STATEMENT 
THE  HONORABLE  DOUG  BEREUTER 
CHAIRMAN, 
SUBCOMMITTEE  ON  ASIA  AND  THE  PACIFIC 

March  29,  1995 

Mr.  Chairman,  I  would  like  to  commend  you  for  convening  this 
important  joint  hearing  on  the  economic  relationship  between  the 
United  States  and  the  Republic  of  Korea. 

On  February  23,  1995,  our  two  subcommittees  held  a  joint 
hearing  on  North  Korea's  proliferation  and  nuclear  threat  and  the 
evaluation  of  the  US-DPRK  agreed  framework.   Clearly,  that 
important  strategic  issue  has  preoccupied  much  of  our  attention 
toward  the  Korean  peninsula.   Close  cooperation  with  our  long- 
standing ally,  the  Republic  of  Korea,  remains  critical  to  keeping 
the  peace  on  the  Korean  peninsula  and  eliminating  North  Korea's 
nuclear  weapons  capability. 

Mr.  Chairman,  as  you  have  properly  recognized  by  chairing 
this  hearing  today,  the  United  States  also  has  an  important 
bilateral  economic  relationship  with  the  Republic  of  Korea  as 
well  as  serious  trade  and  economic  concerns.   South  Korea  is  our 
6th  largest  export  market  with  exports  of  $18.0  billion  in  1994, 
and  our  8th  largest  source  of  imports.   Our  overall  trade  deficit 
generally  has  been  declining,  and  totalled  $1.6  billion  last 
year. 

Unfortunately,  despite  our  significant  cooperation  on 
regional  security  matters  and  our  important  economic  ties,  the 
US-South  Korea  trade  and  economic  relationship  is  marred  by  a 
host  of  trade  frictions  and  disputes. 

On  February  2nd,  Deputy  United  States  Trade  Representative 
Charlene  Barshefsky  testified  before  our  subcommittees  that  while 
formal  barriers  to  imports  have  fallen  in  Korea,  "new,  more 
subtle  barriers  have  effectively  prevented  the  liberalization 
envisioned  under  the  major  trade  policy  initiatives  of  the  late 
1980s.   Korea's  non-tariff  trade  barriers  are  often  compared  to 
those  of  Japan's  ten  years  ago." 

Mr.  Chairman,  Nebraska's  pork,  cattle,  grain,  cereal  and 
milk  producers  all  can  confirm  Ambassador  Barshefsky' s 
description  of  the  Korean  market.    Throughout  five  years  of 
negotiations,  the  Republic  of  Korea  has  broken  three  separate 
written  promises  and  forced  the  United  States  to  take  its  meat 
import  dispute  before  a  GATT  panel  to  obtain  a  favorable  panel 
ruling.   Nevertheless,  the  Republic  of  Korea  maintains  the 
following  regulatory  barriers  to  U.S.  meat  exports: 
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•  Outdated,  scientifically  unsupported  and 
discriminatory  shelf -life  standards; 

•  Excessively  long  inspection  procedures; 

•  Contract  tender  procedures  that  prevent 

U. S. producers  from  meaningfully  participating  in  the 
bidding  process; 

•  Local  processing  and  repackaging  requirements  that 
severely  and  unfairly  disadvantage  American  exporters; 

•  Discriminatory  fixed-weight  requirements;  and 

•  Dual  standards  for  residue  testing. 

Korea's  arbitrary  and  protectionist  import  policies  have 
also  prevented  the  Kellogg  Company  from  fully  utilizing  its  $16 
million  manufacturing  investment  in  their  country  by  prohibiting 
Kelloggs  from  importing  corn  grits  from  Nebraska.   Currently, 
Korea  prohibits  the  importation  of  corn  grits  to  protect  its 
local  millers  who  have  not  been  able  to  meet  Kellogg' s  quality 
specifications.   The  absurdity  of  these  prohibitions  is 
dramatized  by  the  fact  that  Kelloggs  intends  to  import  corn  grits 
from  the  United  States,  manufacturer  the  cereal  in  South  Korea, 
and  then  export  much  of  the  cereal  to  other  Asian  countries. 

U.S.  milk  producers  and  the  Mars  Company  chocolate 
confectioners  have  also  suffered  from  the  Republic  of  Korea's 
arbitrary  labeling  requirements  for  U.S.  chocolate  confectionery 
products.   Failure  to  notify  the  United  States  or  the  World  Trade 
Organization  of  their  peculiar  labeling  requirements  has  forced 
the  Mars  Company  to  incur  an  additional  25%  labeling  costs  on  its 
previous  exports  to  Korea  and  now  jeopardizes  the  smooth 
transition  to  market  of  approximately  $1  million  of  U.S. 
chocolate  confectionery  products  currently  on  the  high  seas  to 
South  Korea. 

Mr.  Chairman,  agricultural  producers  are  not  the  only 
exporters  to  suffer  from  the  Republic  of  Korea's  barriers  to  U.S. 
imports.   Despite  much-welcome  progress  in  telecommunication 
market  access  negotiations,  the  Republic  of  Korea  remains  on  the 
priority  watch  list  for  its  failure  to  protect  adequately  U.S. 
intellectual  property  rights.   And  trade  disputes  between  our  two 
countries  linger  on  automobile  market  access,  medical  devices, 
cigarettes,  import  credit,  pet  food,  and  forced  disinvestment. 

Mr.  Chairman,  as  the  twelfth  largest  economy  in  the  world, 
the  Republic  of  Korea  and  its  bureaucrats  cannot  be  permitted  to 
incessantly  erect  non-tariff  barriers  while  that  country's 
leadership  turns  their  heads.   I  am  deeply  concerned  that  nearly 
every  industry  and  business  sector,  except  those  being  "courted" 
outright  by  the  Republic  of  Korea,  will  face  regulatory  barriers 
at  each  and  every  turn  they  make  as  they  try  to  enter  this 
incredibly  frustrating  market. 

Mr.  Chairman,  it  is  not  a  coincidence  that  the  United 
States'  first  formal  complaints  before  the  World  Trade 
Organization  will  be  filed  against  South  Korea.   Very  recently,  I 
wrote  Ambassador  Mickey  Kantor,  United  States  Trade 
Representative,  and  urged  him  to  immediately  file  a  WTO  action 
against  South  Korea  for  its  failure  to  remedy  discriminatory 
practices  against  U.S.  meat  imports. 
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Statement  of 
Representative  Gary  L.  Ackerman 

Joint  Hearings  on 

"U.S. -East  Asian  Economic  Relations: 

A  Focus  on  South  Korea" 

Subcommittee  on  International  Economic  Policy  and  Trade 
Subcommittee  on  Asia  and  the  Pacific 

March  29,  1995 

I  want  to  thank  the  chairmen  of  both  subcommittees  for  conducting  this  hearing  today. 
Many  have  noted  the  importance  of  the  growth  of  trade  and  investment  in  the  Pacific  region 
for  the  economic  future  of  the  United  States  and  the  world.    South  Korea's  economic  growth 
been  essential  in  this  regard,  and  South  Korea's  policies  will  be  increasingly  important  for 
continuing  growth  and  economic  integration  in  the  Pacific. 

I  also  wish  to  thank  the  witnesses  for  their  incisive  and  important  testimony.    I.  and 
others  in  Congress,  share  their  deep  concern  about  the  lack  of  progress  which  has  been  made 
within  negotiations  in  the  General  Agreement  on  Trade  in  Services  on  opening  trade  in 
financial  services.    The  limited  market  openings  which  reportedly  have  been  offered  by  South 
Korea  in  these  negotiations  are  just  one  example  of  the  difficulties  which  the  United  States 
faces  in  reaching  its  objectives  before  June  30,  1995. 

In  fact,  I  am  in  the  process  of  drafting  legislation  to  address  these  concerns.    This 
legislation  is  intended  to  send  a  clear  signal  to  our  trading  partners  that  the  United  States  is 
not  fooling  around  about  its  commitment  to  see  liberalization  in  financial  services  industries 
in  other  countries,  as  has  long  been  the  policy  in  the  United  States.    It's  time  to  for  many 
countries  to  open  markets  and  provide  the  same  access  to  foreign  financial  services  firms  as 
is  available  to  their  firms  in  the  United  States. 

This  bill  also  sends  the  unmistakable  signal  that  the  United  States  must  be  willing  to 
withhold  most-favored-nation  status  in  financial  services  if  our  trading  partners  are  unwilling 
to  provide  adequate  offers  to  open  up  their  financial  services  markets. 

Let  me  provide  a  bit  more  background  and  detail  about  Korea's  policies.    Korea's 
success  in  industrializing  and  in  increasing  overall  standards  of  living  since  1945  is  noted 
through-out  the  world.    Now,  many  countries  pay  Korea  the  compliment  of  closely 
examining  its  economic  and  industrial  policies  in  hopes  of  finding  strategies  to  guide  their 
own. 
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In  March  of  this  year  we  celebrated  Korea's  graduation  from  World  Bank  lending. 
Several  factors  contributed  to  the  Korean  success,  including  the  hard  work  and  determination 
of  the  Korean  people,  the  industrial  coordination  and  economic  policy  direction  of  the 
Korean  government,  international  support  for  key  development  programs,  open  access  to 
world  markets,  and  the  security  guarantee  provided  by  the  United  States. 

As  Korea  enters  a  new  phase  of  its  social  and  economic  development,  many  in  the 
Congress  will  be  looking  for  more  significant  openings  in  Korean  markets  for  goods  and 
services.    Although  the  United  States  trade  deficit  with  South  Korea  has  declined  from  $9.6 
billion  in  1988  to  $1.7  billion  in  1993,  there  are  still  concerns  that  economic  practices  are 
not  fair  to  American  companies. 

This  concern  is  especially  acute  for  financial  services,  including  banking,  securities 
and  insurance.    The  Treasury  Department's  National  Treatment  Study  1994  indicates  that  the 
Korean  Government's  June  1993  Blueprint  for  Financial  Sector  Liberalization  "does  not 
address  many  of  the  complaints  of  U.S.  banks",  including  issues  of  regulatory  transparency 
and  inconsistency.    Securities  rules  impose  significant  restrictions  on  the  ability  of  foreign 
finns  to  engage  in  lines  of  business  such  as  trust  and  investment  consulting. 

Substantial  offers  from  countries  like  Korea  -  which  so  far  have  not  been  forthcoming 
-  will  be  key  to  successfully  completing  these  negotiations  on  financial  services  in  the 
General  Agreement  on  trade  in  Services.    I  invite  the  chairmen  and  ranking  members  of  both 
subcommittees  to  join  as  original  sponsors,  and  look  forward  to  working  in  a  bipartisan 
fashion  on  this  legislation. 
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RICHARD  V.  ALLEN 


Richard  V.  Allen  is  Chairmcin  of  AEA  International  Trade  and 
Management  Consultants,  an  international  consulting  firm  with  offices  in 
Washington,  D.C.  and  Seoul,  Korea.  He  is  a  Distinguished  Fellow,  the 
Heritage  Foundation  (Washington,  D.C.)  and  Chainnan  of  its  Asian  Studies 
Center.  He  is  a  Senior  Fellow  (by  courtesy)  at  tlie  Hoover  Institution  on 
War,  Revolution,  and  Peace,  Stanford  University. 

Mr.  Allen  is  a  member  of  the  Advisory  Council  of  the 
National  Republican  Institute  for  International  Affairs  and  is  a  founding 
member  of  the  United  States  National  Committee  for  Pacific  Basin 
Economic  Cooperation.  He  has  served  as  a  Member  of  the  Board  of 
Governors  of  The  Ronald  Reagan  Presidential  Foundation,  and  was  a 
Member  of  the  President's  Task  Force  on  U.S.  Government  International 
Broadcasting, 

He  served  as  Assistant  to  the  President  for  National  Security 
Affairs  (National  Security  Advisor)  during  the  first  year  of  the  Reagan 
Administration.   From  1977  to  1980,  he  was  Mr.  Reagan's  Chief  Foreign 
Policy  Advisor.  He  also  served  as  Senior  Counselor  for  Foreign  Policy 
and  National  Security,  The  Repubhcan  National  Committee,  Chairman  of 
the  International  Cooperation  Fund  and  as  Vice  Chairman  of  the 
International  Democratic  Union  (IDU). 

From  1972  to  1980  he  was  President  of  Potomac  International 
Corporation  in  Washington. 

He  was  Deputy  Assistant  to  the  President  of  the  United  States 
and  Deputy  Executive  Director  of  the  Council  on  Iiiteniational  Economic 
Policy,  The  White  House,  (1971-72), 

Mr.  Allen  was  Chairman  of  the  German-American 
Tricentennial  Foundation,  a  member  of  the  President's  Commission  on 
International  Trade  and  Investment  Policy  (Tlie  Williams  Commission), 
and  served  as  a  Senior  Staff  Member  of  the  National  Security  Council  in 
1969.  He  was  Foreign  Policy  Coordinator  for  the  1968  Presidential 
Campaign  of  Richard  Nixon. 
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Prior  to  his  initial  government  s<;i-vice,  he  was  a  Senior  Staff 
Member  at  the  Hoover  Institution,  Stanford  University  and  the  Center  for 
Strategic  and  Intemational  Studies  (CSIS),  then  affiliated  with  Georgetown 
University. 

Mr.  Allen  holds  B.A.  and  M.A.  degrees  from  the  University 
of  Notre  Dame  and  studied  at  the  Universities  of  Freiburg  and  Munich  in 
Germany.  He  holds  Honorary  Doctorates  from  Hanover  College  and  from 
Korea  University. 

He  is  a  Member  of  the  Board  of  Trustees  of  The 
Intercollegiate  Studies  Institute;  The  Institute  for  Huropean  Defense  and 
Strategic  Studies  (London);  and  The  Center  for  Law  and  National  Security, 
University  of  Virginia  (Advisory  Board);  the  Board  of  Directors,  Catholic 
Campaign  for  America;  and  Sequoia  NationaJ  Bank,  Washington. 

He  was  Senior  Pohcy  Advisor  to  the  1976,  1980,  and  1984 
Republican  Platform  Committees,  and  directed  ihe  International 
Cooperation  Fund's  1984  and  1988  political  conveniion  activities.    He  has 
been  a  member  of  the  Republican  National  Comniiuee's  Advisory  Council 
on  National  Security  and  Intemational  Affairs,  as  well  as  Chaimian  of  its 
Subcommittee  on  Intelligence. 

Mr.  Allen  has  published  a  number  of  books  and  ailicles  on 
foreign  policy,  national  security,  international  economic  and  trade  policy 
and  East- West  relations. 

He  has  been  awarded  the  Knight  Commjmder's  Cross  and 
Badge  and  the  Star  of  Merit  by  the  President  o{  the  Federal  Republic  of 
Gemiany;  the  Order  of  Diplomatic  Merit  by  the  President  of  the  Republic 
of  Korea;  and  the  Order  of  Brilliant  Star  by  tJie  President  of  the  Republic 
of  China.  He  was  also  awarded  the  Reagan  Revolution  Medal  of  Honor 
(1987)  and  is  a  member  of  the  Sovereign  Military  Order  of  Malta. 


49 


STATEMENT  BY  PAUL  W.  DILLINGHAM,  JR., 

VICE  PRESIDENT,  GOVERNMENT  OPERATIONS, 

CRAY  RESEARCH  INC. 

ON  BEHALF  OF 

THE  AMERICAN  ELECTRONICS  ASSOCIATION 

Mr.  Chairman  and  members  of  the  Subcommittee,  AEA  appreciates  the  opportunity  to  present 
our  views  on  South  Korea.  We  commend  you  and  the  Subcommittee  for  holding  this  timely 
hearing. 

1  am  testifying  this  afternoon  on  behalf  of  the  American  Electronics  Association  (AEA),  which 
represents  some  3,000  U.S.  technology  companies.  The  electronics  industry  employs  over  2.4 
million  Americans  and  accounts  for  over  $393  billion  in  worldwide  sales.  Our  companies  are 
located  in  44  states  that  span  the  breadth  of  the  electronics  industry  from  silicon  to  software,  to 
all  levels  of  computers,  communications  networks,  and  systems  integration.  AEA  represents 
U.S.  companies  globally  through  our  offices  in  Brussels  and  Tokyo  and,  soon  through  our  office 
in  Beijing. 

Cray  Research  is  a  world  leader  in  the  engineering,  manufacture,  sale  and  service  of  high 
performance  computers  and  software.  We  create  the  most  powerful  computational  tools  for 
solving  the  world's  most  challenging  scientific  and  industrial  problems.  Our  company  is 
headquartered  in  Eagan,  Minnesota,  a  suburb  of  Minneapolis/St.  Paul.  In  addition,  as  you  know 
Mr.  Chairman,  all  of  our  supercomputer  R&D,  engineering  and  manufacturing  is  performed  in 
Chippewa  Falls,  Wisconsin.  We  have  about  5,000  employees,  half  of  which  are  at  that  location. 
We  have  made  a  concerted  effort  in  the  past  decade  to  provide  powerful  supercomputing 
products  and  services  to  many  of  the  emerging  nations  around  the  world.  As  an  example  of  this, 
we  have  customer  systems  in  34  countries  and  the  Japan/Pacific  market  represents  22%  of  our 
total  system  installations. 

Korea's  Importance  in  the  Global  Economy 

In  the  past  thirty-five  years,  Korea  has  undertaken  major  economic  reform,  successfully  building 
a  modern  country  that  is  widely  recognized  for  its  educated  work  force  and  investment  in 
industrial  infrastructure. 

.'\s  the  world's  thirteenth  largest  trading  nation,  Korean  manufacturers  account  for  over  27 
percent  of  the  nation's  GNP.    With  economic  growth  averaging  8.7  percent  per  year  over  the 
past  two  decades  (albeit  with  slower  growth  in  recent  years),  Korea  is  an  important  market  in  the 
global  economy.  The  rise  of  the  Korean  semiconductor  industry,  which  today  supplies  about 
17%  of  the  world's  semiconductors,  is  evidence  that  Korea  is  an  important  force  in  high 
technology.  Over  the  past  three  and  half  decades.  South  Korea's  economic  policy  has  been 
oriented  toward  promoting  rapid  industrial  development,  encouraging  exports  and  managing  its 
debt  burden. 

Since  1960,  the  Government  of  South  Korea  has  successfully  implemented  programs  to 
modernize  the  country's  research  and  development  infrastructure.  Much  of  the  technology  for 
this  modernization  was  purchased  from  the  United  States. 

Today,  South  Korea  competes  against  Japan  and  other  Asian  Pacific  countries  for  technological 
supremacy  in  the  region.  By  investing  in  U.S.  products,  Korea  is  a  strong  economic  force  not 
only  in  Asia,  but  world-wide. 
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The  Current  Business  Climate  in  Korea 

In  a  major  effort  to  redefine  its  economy  for  the  future,  the  government  is  placing  greater 
emphasis  on  high  technology  industries  such  as  semiconductors,  and  seeks  to  encourage  the 
growth  of  innovative  small  and  medium-sized  businesses.  South  Korea  is  aware  that  attracting 
foreign  investment  and  technology  is  an  important  means  of  achieving  these  goals.  The  five 
year  plan  (1993-97)  emphasizes  long-term  productivity  growth,  business  deregulation,  and 
relaxation  of  restrictions  on  foreign-owned  firms.  These  changes,  combined  with  continuing 
bilateral  efforts  to  improve  the  business  climate  for  foreign  investors  and  strong  Korean 
investment  in  R&D,  offers  significant  opportunities  for  U.S.  exports  to  Korea  for  AEA  member 
companies.  Before  I  discuss  some  ways  to  strengthen  trade  and  business  between  the  U.S  and 
Korea.  I'd  like  to  discuss  the  importance  of  Korea's  investment  in  R&D  and  science  and 
technology. 

Investment  in  Science  and  Technology 

Korea  has  consistently  increased  investment  in  research  and  development  since  1980.  For 
example,  investment  in  S&T  for  1991  was  0.89  percent  of  GNP.  By  1993,  that  figure  had 
increased  to  2.3  percent  of  GNfP.  In  dollar  terms,  Korea  spent  about  US$7.75  billion  for 
research  and  development  in  1993.  The  private  sector  accounts  for  83%  of  this  spending.  The 
public  sector  contributes  over  $1.3B  of  that  total. 

Investment  in  S&T  is  projected  to  increase  further  with  public-sector  spending  leading  the  way. 
Public  sector  spending  is  scheduled  to  increase  both  in  funding  to  government  R&D  institutes 
and  in  assistance  programs  for  private-sector  R&D. 

The  government's  highly  advanced  national  project  (HAN)  is  the  cornerstone  of  Korea's  research 
and  development  initiatives  through  the  year  2000.  HAN,  launched  in  1992,  seeks  to  upgrade 
the  country's  industrial  competitiveness  through  funding  for  research  in  several  priority  projects 
including:  high-definition  television  (HDTV),  large-scale  semiconductors,  new  energy 
technologies  and  the  automotive  industry.  Investments  funded  during  the  program's  first  two 
years  totaled  $539  million.  Foreign  participation  in  the  Korean  government's  research  and 
development  program  is  possible  through  a  Korean  partner. 

South  Korea's  investment  in  science  and  technology  is  an  opportunity  for  U.S.  firms,  not  only  to 
participate  with  the  assistance  of  a  Korean  partner,  but  to  sell  its  technology  to  key  institutes  and 
companies. 

For  example,  Cray's  experience  has  been  quite  positive.  Our  products  have  been  purchased  by 
the  Korean  Institute  of  Science  and  Technology  (KIST),  the  Electronic  Technology  Research 
Institute  (ETRJ)  and  Hyundai  Motors  to  support  Korean  scientists  and  engineers  in  leading  edge 
R&D.  In  fact,  the  KIST  purchased  a  CRAY  C916  Supercomputer,  which  is  the  most  powerful 
system  in  Asia  outside  Japan. 
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Industry-to-Industry  Cooperation 

Now,  let  me  turn  to  ways  to  strengthen  the  economic  relationship  between  U.S.  and  Korean 
governments  and  their  industries.  Under  the  Dialogue  for  Economic  Cooperation,  established  at 
the  U.S. -Korea  Summit  in  1992,  the  two  governments  established  the  U.S.  Republic  of  Korea 
Industry  Advisory  Group.  Under  the  auspices  of  this  group,  AEA  and  our  counterpart  in  Korea, 
the  Electronics  Industry  Association  of  Korea,  signed  a  memorandum  of  understanding  last 
August.  This  MOU  is  intended  to  expedite  cooperation  in  the  fields  of  computers  and 
telecommunications,  including  software  and  multimedia.  We  also  agreed  to  coordinate  with 
related  authorities  to  ensure  strong  protection  of  intellectual  property  rights  and  to  continue  to 
improve  IPR  protection  and  enforcement.  We  will  be  meeting  again  later  this  year  to  assess  our 
progress. 

We  need  to  continue  our  industry-to-industry  discussions  with  a  commitment  to  addressing 
issues  of  mutual  concern  and  interest,  as  well  as  develop  opportunities  to  facilitate  business 
among  our  respected  memberships. 

AEA  respectfully  encourages  Korea  to  rake  additional  steps  in  the  following  areas: 

Investment  in  Research  &  Development 

Investment  in  research  and  development  should  continue.  Despite  the  growth  in  investment 
since  1980,  Korea's  R&D  expenditures  are  4%  that  of  the  United  States,  8%  that  of  Japan,  and 
14%  that  of  Germany. 

Continue  to  focus  on  development  of  engineering  skills  for  the  next  generation  of  Korean 
workers.  We  urge  Korea  to  focus  its  govemment  to  prevent  expensive  initiatives  such  as  the 
HAN  Project  from  resulting  in  re-inventing  products  already  produced  in  other  countries. 

Review  the  methods  used  to  disperse  funds  in  R&D  assistance  programs.  There  are  anecdotal 
stories  of  how,  in  order  to  assure  that  every  scientist  in  Korea  gets  some  assistance,  too  few 
researchers  are  given  sufficient  funds  to  accomplish  world-class  work.  Korea  should  explore  the 
possibility  of  pooling  R&D  resources. 

Intellectual  Property  Protection 

South  Korea  has  made  significant  improvements  in  its  intellectual  property  protection  system. 
Notwithstanding  these  improvements,  there  are  still  a  number  of  areas  that  need  to  be  improved 
and  a  number  of  issues  that  must  be  effectively  addressed. 

First,  Korea  must  be  recognized  for  enacting  numerous  laws  to  strengthen  its  intellectual 
property  system  by  increasing  fines  for  software  piracy.  South  Korea  has  also  made  some 
progress  toward  meeting  trade  related  intellectual  property  rights  (TRIPS)  obligations  for 
enforcing  intellectual  property  rights.  Revised  border  enforcement  regulations  under  the  Korean 
Customs  Act,  which  ensure  that  infringing  goods  do  not  clear  Customs,  became  effective  in  July 
1994. 
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However,  there  are  still  improvements  that  can  be  made.  For  example,  some  U.S.  companies 
have  experienced  difficulties  in  getting  patents  issued  for  their  products,  even  though  these 
products  have  patents  granted  from  other  major  trading  partners  around  the  world.  This 
behavior  is  not  consistent  with  the  WTO  and  TRIPS.  We  recommend  that  Korea  take  corrective 
action  to  ensure  that  patents  are  issued  to  foreign  firms  promptly  and  that  these  patents  are  fully 
enforced. 

Another  issue  of  serious  concern  has  arisen  over  the  policies  and  practices  used  by  the  Korean 
Customs  Service  to  determine  the  value  of  imported  computer  programs  for  purposes  of 
assessing  tariffs.  Because  these  policies  and  practices  are  unpublished,  they  create  significant 
uncertainty  and  potential  liability  for  U.S.  software  publishers  importing  their  products  into 
Korea. 

In  order  to  avoid  this  situation  Korea  must  bring  transparency  to  its  valuation  rules  and  through 
the  transparency  process.  They  should  provide  effective  legal  notice  of  a  new  policy  to  affected 
parties  and  commit  to  not  impose  liability  against  importers  for  acts  before  the  date  of  such  legal 
notice.  Without  question  it  should  discontinue  legal  action  against  companies  and  their 
subsidiaries  for  alleged  violation  of  the  policy  before  the  date  of  such  legal  notice. 

Improving  the  Business  and  Investment  Climate 

AEA  applauds  the  announcement  of  the  agreement  reached  on  telecommunications  earlier  this 
week  between  the  U.S.  and  Korea  which  opened  the  way  to  modifying  equipment  type  approval. 
The  agreement  immediately  cleared  the  way  for  certain  U.S.  companies  to  bid  directly  for  Korea 
Telecom  (KT)  contracts  under  an  open,  competitive  procurement  process.  Under  this  agreement, 
the  U.S.  and  Korea  resolve  differences  over  Korea's  compliance  with  the  1992  bilateral 
agreement,  which  will  further  enable  American  companies  to  compete  on  a  fair  and  equitable 
basis  in  the  Korean  market.  At  the  same  time,  it  is  important  to  note  that  the  1992  MOU  does  not 
speak  to  the  full  range  of  concerns  expressed  by  some  companies  about  access  to  the  Korean 
telecommunications  market.  AEA  looks  forward  to  working  with  our  industry  counterparts  and 
our  respective  governments  to  address  ongoing  concerns  such  as  the  ability  of  American  firms  to 
compete  fairly  in  the  procurement  of  equipment  for  the  second  cellular  network. 

Korea  has  made  significant  improvements  in  its  investment  climate  as  well,  in  an  effort  to 
change  its  reputation  as  a  difficult  environment  for  foreign  investment.  For  instance,  the  Korean 
government  under  President  Kim  has  announced  an  ambitious  program  of  economic  reforms 
designed  to  remove  unnecessary  regulations  and  give  more  scope  for  decision  making  to  the 
private  sector.  In  addition,  U.S. -Korea  bilateral  discussions  begun  in  early  1992,  under  the  title 
of  the  President's  Economic  Initiative  (PEI),  were  successful  in  resolving  a  number  of  issues  that 
had  served  as  obstacles  to  trade  and  investment.  Negotiations  continue  under  the  Dialogue  for 
Economic  Cooperation.  One  objective  of  discussions  within  the  current  bilateral  framework  is 
to  support  Korean  government  efforts  to  foster  a  more  favorable  environment  for  foreign 
investment. 

Korea  should  continue  to  encourage  the  import  of  U.S.  products.  Through  partnership  with  U.S. 
firms,  Korea  can  not  only  develop  products  which  meet  world  standards,  but  set  new  standards 
for  the  rest  of  the  world  to  meet. 
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TESTIMONY  OF  PAUL  C.  ROSENTHAL 

ON  BEHALF  OF 

THE  NATIONAL  PORK  PRODUCERS  COUNCIL, 

THE  NATIONAL  CATTLEMEN'S  ASSOCIATION 

AND 

THE  AMERICAN  MEAT  INSTITUTE 

Good  afternoon.  It  is  an  honor  to  testify  before  the  Committee.  For  the  record,  my  name 
is  Paul  Rosenthal.  I  am  a  partner  with  the  Washington,  D.C. -based  law  firm  of  Collier,  Shannon, 
Rill  &  Scott.  My  firm  represents  the  National  Pork  Producers  Council,  the  National  Cattlemen's 
Association,  and  the  American  Meat  Institute  in  a  section  301  proceeding  involving  Korean 
restrictions  on  red  meat  imports  from  the  United  States.  I  have  been  actively  involved  in  a  wide 
variety  of  trade  issues  for  numerous  domestic  clients,  including  many  in  the  agricultural  sector. 

I  am  pleased  to  have  the  opportunity  to  discuss  with  you  today  the  extremely  important 
issue  of  U.S.  red  meat  exports  to  South  Korea.  Trade  with  South  Korea  is  very  important  to  the 
U.S.  meat  industry.  The  industry  is  extremely  competitive  and  export  oriented.  However,  U.S. 
red  meat  exports  have  had  to  overcome  a  variety  of  barriers  in  South  Korea  and  continue  to  face 
restrictions  that  unfairly  restrain  our  exports.  Consequently,  the  industry  has  been  forced  to 
pursue  its  remedies  under  U.S.  and  international  law  through  the  filing  of  a  petition  under  section 
301  of  the  1974  Trade  Act.  The  Pork  Producers,  Cattlemen  and  AMI  filed  this  section  301 
petition  on  September  30,  1994.  Before  discussing  the  current  status  of  the  petition,  I  would  like 
the  members  of  the  Subcommittees  to  understand  the  backgroimd  of  the  petition. 

In  Februarv',  1988,  one  of  the  current  petitioners,  the  American  Meat  Institute,  filed  a 
section  301  petition  challenging  South  Korea's  absolute  ban  on  imports  of  high  quality  beef. 
Aside  from  some  small  quantities  of  high  quality  beef  that  South  Korea  plarmed  to  import  for  the 
Olympic  Games,  virtually  no  foreign  beef  was  allowed  into  South  Korea  at  that  time. 

The  U.S.  Trade  Representative's  Office  accepted  the  petition  and  initiated  dispute 
settlement  proceedings  under  the  GATT.  In  November,  1 989,  a  GATT  panel  ruled  in  the  United 
States'  favor.  Specifically,  the  panel  foimd  that  the  import  restrictive  activities,  introduced  in 
1984-1985  and  amended  in  1988,  of  Korea's  Livestock  Products  Marketing  Organization 
(LPMO),  a  state-trading  enterprise,  were  in  violation  of  the  GATT  Articles  XI  and  XVII.  The 
panel  recommended  that  the  United  States  and  Korea  negotiate  the  time  period  for  a  complete 
opening  of  the  Korean  market  to  beef  The  Panel  directed  the  Koreans  to  "work  out  a  timetable 
for  the  removal  of  import  restrictions  on  beef  ..." 

Unfortunately,  the  Koreans  delayed  adoption  of  the  panel  report  by  the  GATT.  Indeed, 
it  was  not  until  four  months  after  the  issuance  of  the  report  that  Korea  agreed  to  its  adoption  by 
the  full  GATT. 

Also  unfortunate  was  that,  despite  the  recommendation  of  the  GATT  panel,  the  Koreans 
were  reluctant  to  negotiate  to  open  their  beef  market.  Negotiations  dragged  on  for  several 
months.  When  the  United  States  began  to  approach  the  deadline  for  taking  action  -  required 
under  section  301  —  the  U.S.  Trade  Representative's  Office  began  to  develop  a  retaliation  list. 
Only  when  the  U.S.  came  close  to  retaliating  did  the  Koreans  agree  to  liberalize  their  meat 
imports. 
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I  use  the  term  "liberalize"  because  the  agreement  that  was  reached  in  1990  did  not  totally 
open  the  Korean  market.  The  agreement  allowed  the  Koreans  to  impose  quotas,  with  expanding 
quantities,  over  the  next  several  years.  The  agreement  also  provided  for  the  establishment  of  a 
joint  study  team  comprised  of  industry  members  and  government  observers  to  review  Korean 
livestock  industry  standards  and  make  recommendations  for  improved  LPMO  practices. 

The  U.S.  and  Korea  had  signed  other  bilateral  agreements  as  well,  including  a  1993 
Agreement  on  Korea's  Simultaneous  Buy-Sell  (SBS)  system.  The  quota  levels  were  renegotiated 
in  1992. 

Two  other  developments  occurred  between  the  filing  of  American  Meat  Institute  301  case 
in  1988  and  the  more  recent  section  301  filing  by  AMI,  the  National  Cattlemen's  Association  and 
the  National  Pork  Producers  Council.  First,  another  GATT  panel  rejected  Korea's  claim  that  it 
was  entitled  to  special  treatment  —  and  could  avoid  certain  trade  obligations  —  because  Korea  was 
a  developing  country  that  could  benefit  from  the  balance  of  payments  exception  in  the  GATT. 
Ironically,  at  the  time  the  GATT  panel  was  considering  this  claim,  Korea  had  a  trade  surplus  with 
the  United  States. 

The  other  significant  development  was  the  negotiation  of  an  agreement  on  sanitary  and 
phytosanitary  measures  under  the  Uruguay  Round  negotiations.  The  "S  and  P"  Agreement,  as 
it  is  called,  for  the  first  time  spells  out  the  conditions  under  which  countries  may  impose 
restrictions  in  the  name  of  health  and  safety.  The  S  and  P  agreement  was  sought  by  the  United 
States  because  U.S.  exports  have  been  the  repeated  targets  of  nontariff  trade  barriers  imposed 
allegedly  for  health  and  safety  purposes.  The  U.S.  red  meat  industry  in  particular  has  been 
victimized  by  the  imposition  of  trade  barriers  masquerading  as  health  and  safety  measures. 

The  GATT  S  and  P  Agreement  prohibits  countries  from  imposing  restrictions  unless  those 
restrictions  can  be  justified  scientifically.  Arbitrary  restrictions,  not  based  on  sound  science, 
violate  the  Agreement  and  can  be  challenged  under  the  new  dispute  settlement  procedures  of  the 
World  Trade  Organization.  Indeed,  the  S  and  P  agreement  makes  specific  provision  for  settling 
disputes. 

With  this  background,  I  would  like  to  explain  the  current  dispute  with  Korea  over  red 
meat  trade.  Despite  the  earlier  GATT  panel  report  on  meat,  bilateral  agreements  with  Korea  over 
red  meat  access,  and  the  new  S  and  P  agreement,  U.S.  meat  exporters  are  suffering  unjustified 
and  unreasonable  restraints  on  their  exports  to  Korea.  For  the  record,  I  have  attached  a  summary 
of  the  Korean  practices  that  the  U.S.  industry  challenged  in  the  September  1994  section  301 
petition.  Today,  I  will  briefly  mention  just  two  problems:  shelf-life  standards  and  import 
clearance  delays. 

Every  food  producer  wants  its  product  to  be  able  to  be  sold  for  the  longest  period  possible 
consistent  with  maintaining  the  safety  and  appearance  of  the  product.  Processing  and  packing 
techniques  vary,  and  are  constantly  being  improved.  No  food  producer  has  an  interest  in  selling 
product  that  is  unattractive  or  worse,  might  cause  illness.  When  it  comes  to  meat  shelf-life, 
virtually  every  country  in  the  world  allows  the  manufacturer  to  establish  the  "sell-by"  date  of  its 
product.  The  two  exceptions  to  this  rule  are  Egypt  and  Korea.  Korea  sets  by  regulation  the 
shelf-lives  for  a  wide  variety  of  food  products.  For  red  meat,  Korea  has  set  several  different  sell- 
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by  dates,  for  example,  30  days  for  frozen,  cooked  sausages  and  10  days  for  chilled  beef  and  pork. 
Unfortunately,  these  shelf-lives  have  no  rational,  and  certainly  no  scientific,  basis.  These 
relatively  short  shelf  lives  cause  particular  problems  for  exporters  that  are  selling  product  that  are 
not  meant  to  be  frozen. 

The  problem  of  arbitrarily  short  shelf  life  requirements  is  compoimded  by  the  delays  in 
receiving  notice  about  the  opportunity  to  bid  on  sales  in  Korea  and  the  delays  in  getting  meat 
products  cleared  through  Korean  regulatory  authorities.  As  mentioned,  Korea  still  does  not  allow 
U.S.  exporters  to  deal  directly  with  most  customers  in  that  country.  Instead,  much  of  the  meat 
trade  is  handled  through  the  LPMO,  which  floats  tenders  —  requests  for  bids  on  orders  for  meat. 
One  problem,  raised  by  the  section  301  petition,  is  that  U.S.  exporters  often  do  not  receive 
adequate  notice  of  the  tenders. 

That  problem  is  compounded  by  the  lengthy  delays  in  clearing  meat  products  through 
Korean  chaimels.  The  U.S.  red  meat  industry  recognizes  that  many  imports  are  simply  delayed 
at  the  docks  in  Korea  because  of  infrastructure  problems  —  the  ports  are  extremely  crowded. 
Apart  from  the  crowding  problem,  it  simply  takes  too  long  to  clear  Korean  Customs  and  to  have 
samples  analyzed  by  the  Ministry  of  Health  and  Welfare.  Indeed,  at  least  three  agencies  have 
jurisdiction  over  testing  and  clearing  imported  meat  products.  Consequently,  it  can  take  from  14 
to  28  days  for  imported  fresh  chilled  pork  to  make  it  into  commercial  channels.  Such  delays  for 
the  Customs/regulatory  clearance  are  far  in  excess  of  the  arbitrarily  short  shelf-life  of  10  days  and 
do  not  accoimt  for  the  time  to  ship  the  product,  usually  at  least  5  days.  You  can  see  why  the 
U.S.  industry's  shipments  to  Korea  have  been  restrained. 

Since  the  U.S.  industry  filed  the  section  301  petition  in  September,  its  representatives  have 
been  asked  by  various  parties  "What  do  you  really  want?"  "What  is  your  bottom  line?"  The 
answer  is  simple.  The  U.S.  industry  wants  an  end  to  the  various  impediments  to  market  access. 
It  does  not  want  an  agreement  in  one  area,  if  the  Koreans  will  be  free  to  find  new  impediments 
to  trade.  It  does  no  good  to  reach  agreement  on  removing  the  obstacles  to  Customs  clearance  if 
shelf-life  deadlines  remain  arbitrary  and  short. 

The  U.S.  and  Korean  officials  from  various  agencies  have  been  negotiating  off  and  on  for 
months.  While  U.S.  industry  officials  have  been  told  that  progress  has  been  made  in  certain 
areas,  no  agreement  has  been  reached. 

The  USTR  has  indicated  a  willingness  to  challenge  the  Korean  shelf-life  requirements 
under  the  new  S  and  P  agreement.  The  United  States  would  have  an  exceedingly  strong  case  that 
a  WTO  panel  would  find  compelling.  While  the  U.S.  industry  does  not  want  any  further  delay 
in  resolving  this  dispute,  a  strong  WTO  ruling  in  the  United  States'  favor  would  be  helpful  to 
a  wide  variety  of  U.S.  agricultural  interests.  We  prefer  a  settlement,  but  fully  support  taking  this 
issue  to  the  WTO. 

While  the  industry  believes  the  WTO  will  find  in  the  United  States'  favor,  we  need  not 
go  to  the  WTO  to  enforce  our  rights  imder  the  bilateral  agreements  the  U.S.  and  Korea  have 
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signed.  Although  the  WTO  process  may  be  preferred  for  some  purposes,  the  industry  expects 
the  U.S.  Govenunent  to  use  every  tool  available  imder  section  301,  including  unilateral  action, 
if  necessary. 

Let  me  add  one  other  item  about  the  importance  of  this  case.  Some  members  of  the 
Committee  may  recall  that  last  spring,  Korean  authorities  detained  about  six  million  dollars  worth 
of  U.S.  sausage  exports,  claiming  that  those  sausages  violated  the  newly-revised  Korean  shelf-life 
requirements.  That  action  helped  spur  the  U.S.  meat  industry  to  file  the  section  301  case.  But 
this  case  is  not  about  hot  dogs  or  sausages.  And  it  certainly  isn't  about  merely  six  million  dollars 
in  trade,  although  that  is  not  an  insignificant  number.  The  U.S.  industr}'  has  estimated  that  the 
Korean  market  could  be  worth  as  much  as  $250  million  a  year  in  exports  in  the  near  term  and 
close  to  a  billion  dollars  a  year  by  the  end  of  this  decade.  So  the  resolution  of  this  case  means 
a  great  deal  to  the  U.S.  red  meat  industry. 

Finally,  on  behalf  of  the  industry  I  want  to  thank  the  Committee  for  your  attention  to  this 
issue.  The  Uruguay  Round  Agreement  legislation  has  been  enacted  into  law,  but  it  is  vital  that 
Congress  oversee  its  implementation.  The  U.S.  meat  industry  should  not  be  forced  to  file  case 
after  case  in  order  for  the  United  States  to  get  the  benefit  of  the  bilateral  and  multilateral 
agreements  we  have  signed.  Moreover,  while  the  focus  of  this  hearing  is  Korea,  the  meat 
industry  has  faced  similar  issues  with  China,  Japan  and  a  host  of  other  coimtries.  If  history  is 
any  guide,  continued  congressional  interest  and  involvement  will  be  necessary  to  further  expand 
U.S.  export  opportunities. 

Again,  1  thank  you  for  your  time.  I  look  forward  to  answering  any  questions  you  might 
have. 
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I.  INTRODUCTION 

The  allegations  set  forth  in  this  petition  should  come  as  no  surprise  to  the  U.S. 
government.  On  June  9,  1994,  the  United  States  Trade  Representative  ("USTR")  published  a 
notice  in  the  Federal  Register  (59  Fed.  Reg.  29,863)  requesting  comments  from  interested  parties 
regarding  allegations  that  the  Republic  of  Korea  has  imposed  unjustifiable  regulatory  burdens  and 
restrictions  on  imports  of  agricultural  products.  The  USTR  specifically  requested  comments 
addressing  inappropriate  food  safety  regulations,  such  as  shelf-life  limitations,  that  lack  a 
scientific  basis  and  discriminate  against  U.S.  agricultural  products. 

In  response  to  the  USTR's  request  for  comments,  on  July  8,  1994,  petitioners,  among 
others,  filed  comments  outlining  several  Korean  practices  that  imposed  imjustifiable  regulatory 
restrictions  on  U.S.  exports  of  red  meat.  These  practices  effectively  halted  U.S.  exports  to  Korea 
in  several  product  categories,  despite  bilateral  trade  agreements  expressly  designed  to  liberalize 
trade  in  such  products. 

This  petition  focuses  on  five  principal  import  restrictions  that  generally  affect  one  or  more 

meat  products.   Several  other  Korean  practices  of  concern  to  the  petitioners  are  also  outlined  in 

section  II. F,  infra.   The  principal  issues  (collectively,  "Korean  practices")  involve: 

1.         Outdated,  scientifically  imsupported  and  discriminatory  shelf-life  standards  (30 
days)  governing  frozen,  cooked  sausages  and  frozen  beef  patties; 


\l  Although  petitioners  have  not  discussed  the  trade  restrictions  resulting  from  the  Korean 
practices  in  the  context  of  Korea's  GATT  obligations,  petitioners  believe  that  Korea  is  in 
violation  of  these  obligations,  and  therefore  reserve  the  right  to  amend  this  petition  accordingly 
at  a  later  date. 
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2.  Outdated,  scientifically  unsupported  and  discriminatory  shelf-life  standards  (10 
days)  governing  fresh  and  chilled  beef  and  pork  in  vacuum  packaged  cuts; 

3.  Meat  inspection  procedures  lasting  from  14  to  28  days  that  effectively  prohibit  the 
importation  of  fresh  and  chilled  meat  products; 

4.  Contract  tender  procedures  that  prevent  U.S.  meat  producers  from  meaningfully 
participating  in  the  bidding  process;  and 

5.  Multiple  Korean  import  restrictions  or  trade  barriers  in  violation  of  Chapter  IV, 
6(a)  of  the  1993  Simultaneous-Buy-Sell  Agreement  ("SBS")  covering  trade  in  beef 
products,  including; 

a  requirement  that  imported  U.S.  red  meat  intended  for  resale  by  the 
members  of  the  Korean  Meat  Industries  Association  ("KMIA")  be 
processed  or  repackaged  in  Korea; 

fixed- weight  requirements  for  the  retail  packaging  of  all  imported  beef  and 
pork  products  that  are  different  from  the  weight  requirements  for  retail 
packages  of  Korean-produced  meats; 

a  proposal  that  the  base  quota  levels  negotiated  in  the  SBS,  which  are 
mandatory  minimum  purchase  requirements  for  Korean  "supergroups," 
could  in  fact  be  lowered  if  the  domestic  market  is  adversely  effected  by 
imports. 

6.  Other  objectionable  practices,  including: 

•  dual  standards  for  residue  testing; 

•  noncompliance  with  standards  codes; 

24-hour  pork  temperattire  reduction  requirement. 
These  restrictive  Korean  trade  practices  violate  one  or  more  of  the  binding  U.S. -Korea 
bilateral  trade  agreements  negotiated  in  recent  years,  including  the  1 989  Exchange  of  Letters,  the 
1990  Record  of  Understanding,  ("ROU"),  and  the  1993  SBS  Agreement  See  section  IV,  infra. 
Moreover,  the  Korean  practices  described  in  this  petition  are  "unreasonable"  and  "burden  or 
restrict  United  States  commerce,"  and  are  thus  actionable  under  Section  301. 
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The  following  chart  summarizes  the  trade-restrictive  practices  discussed  in  this  petition, 
the  specific  meat  products  they  affect,  and  the  bilateral  trade  agreement  or  underlying  law  that 
forms  the  basis  for  the  violation  alleged. 


10. 


11. 


12. 


13. 


14. 


15. 


16. 


PRACTICE: 


Sausages  (Beef) 

30-day  shelf-life  standard 

Sausages  (Pork) 

30-day  shelf-life  standard 

Sausages  (Beef) 
Ban  on  Frozen 

Sausage  (Pork) 
Ban  on  Frozen 

Frozen  Beef  Patties 
30-day  shelf-life  standard 

Fresh/Chilled  Beef 
Vacuum-Packed  Cuts 
10-day  shelf-life  standard 

Fresh/Chilled  Pork 
Vacuum-Packed  Cuts 
10-day  shelf-life  standard 

Lengthy  Inspection 
Procedures  (Beef) 

Lengthy  Inspection 
Procedures  (Pork) 

Prohibitive  Tendering 
Procedures 

Requirement  That  KMIA 
SBS  Purchases  Be 
Repackaged 

Fixed-Weight 
Requirements  for  Retail 
Market  Packages 

Interpretation  of 
SBS  Minimum  Purchase 
Requirements  As 
Flucttiating  Quotas 
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X 
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(1989  Letters) 

X 

X 

(SBS) 

X 

(SBS) 

X 
(SBS) 
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INTERNATIONAL   ECONOMIC   TRADE    AND    POLICY 

AND 

ASIA  AND  THE   PACIFIC 

MARCH   29,    1995 


I.         Introduction 

Mr.  Chairman  and  members  of  the  subcommittees,  I  am  Steve  Judge, 
senior  vice  president,  government  affairs,  for  the  Securities  Industry 
Association.!^  I  appreciate  the  opportunity  to  present  SIA's  views  on  the  Korean 
capital  markets.  Given  the  extended  financial  services  negotiations  taking 
place  under  the  new  World  Trade  Organization  (WTO),  this  hearing  is  especially 
timely.  The  U.S.  government  has  made  market  liberalization  in  financial 
services  a  priority  and  has  received  strong  support  for  its  efforts  from  the 
securities  industry.  I  would  like  to  take  this  opportunity  to  express  my 
appreciation  to  the  members  of  this  Committee  and  to  the  Administration, 
particularly  the  Department  of  the  Treasury  and  USTR,  for  the  support  of 
initiatives  to  open  financial  markets  in  other  countries.  Continued  efforts  in  this 
area  will  result  in  benefits  to  U.S.  companies  and  investors  through  lower-cost 
capital  and  higher  returns  and  the  U.S.  economy  through  greater  employment 
and  economic  growth. 


i^The  Securities  Industry  Association  is  the  securities  industry's  trade  association  representing 
the  business  interests  of  more  than  700  securities  firms  in  North  America,  which  collectively 
account  for  about  90%  of  securities  firm  revenue  in  the  United  States.  SIA  members  are  active 
in  all  phases  of  corporate  and  public  finance,  serving  individual  and  institutional  investors, 
corporations  and  government  entities. 
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Korea  has  made  great  strides  in  the  past  thirty  years  and  stands  on  the 
threshold  of  joining  the  community  of  economically  developed  nations.  Yet, 
unlike  most  of  the  developed  country  markets  it  seeks  to  emulate,  Korea 
maintains  a  wide  array  of  market  access  barriers  to  foreign  securities  firms,  and 
in  many  cases,  denies  them  national  treatment.  This  not  only  hampers  the 
ability  of  the  U.S.  securities  industry  to  compete  and  thrive  in  the  global 
marketplace  for  financial  services,  but  also  reduces  Korea's  potential  for 
economic  growth. 

II.        Economic  Overview 

In  the  last  three  decades,  the  Korean  economy  has  moved  from  one  of 
the  world's  poorest  nations  to  the  brink  of  consideration  as  a  developed  market. 
Korea  is  now  one  of  Asia's  wealthiest  emerging  markets  with  one  of  the  fastest 
economic  growth  rates  in  the  world. 


Gro««  Domtttle  Product 

(SBIIs.) 


Source:  International  Monetary  Fund 
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Economic  growth  in  Korea  has  increased  98-fold  since  1970,  a 
compound  growth  rate  of  22  percent.  Other  countries  considered  prime  growth 
markets  for  U.S.  exports  of  goods  and  services,  such  as  India  and  Malaysia, 
have  had  growth  rates  of  13  percent  and  12  percent,  respectively,  during  the 
same  period.  Clearly,  Korea  has  made  significant  economic  progress  and 
represents  another  major  market  opportunity  for  U.S.  goods  and  services. 

Korean  Gross  Domestic  Product  (GDP)  in  1965  was  only  $5.7  billion,  or 
less  than  $1,000  per  person.  By  the  end  of  1993,  Korean  GDP  had  grown  to 
nearly  $331  billion,  while  GDP  per  capita  soared  to  over  $7,500.  More  recently, 
Korea  has  averaged  GDP  growth  of  9  percent  annually  during  the  period  1986- 
1993.  In  comparison,  the  economies  of  Thailand  and  China  grew  at  only 
slightly  higher  rates  even  though  they  are  in  much  earlier  stages  of 
development.  The  driving  force  behind  Korea's  economic  growth  has  been  a 
tightly  planned  economic  system  which  relies  heavily  on  export  related  growth. 


Gross  Domestic  Product 
per  Cspita,    1993 
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Now  a  burgeoning  industrialized  economy,  Korea  is  a  leader  in  the 
export  of  high  technology  products.  Data  for  1 990,  the  most  recent  available, 
show  Korea  ranking  fourth  in  the  export  of  microelectronic  products,  seventh  in 
telecommunications  and  tenth  in  the  shipment  of  computers.S'  Moreover,  in 
1993,  Korea  ranked  fifth  among  all  countries  in  the  production  of  passenger 
automobiles.  Highlighting  Korea's  rapid  industrialization  is  a  labor  force  that 
only  employs  21  percent  in  the  agricultural  sector,  low  by  Asian  standards. 

Importantly  for  the  U.S.,  Korea  is  our  eighth  largest  trading  partner  and 
Korea's  largest  export  market  is  the  U.S.  The  Korean  market  is  also  desirable 
because  of  its  increasing  pool  of  wealth.  Korea's  per  capita  gross  domestic 
product  of  over  $7,500  is  double  that  of  many  emerging  markets.  [Moreover,  the 
Korean  infrastructure  is  not  beset  with  some  of  the  enormous  problems  inherent 
in  other  developing  markets.   For  example,  Korea  has  one  phone  for  every 
three  people.  Comparable  ratios  in  Indonesia  and  Malaysia  are  258  to  1  and 
19  to  1 ,  respectively.  With  a  highly  educated  populace  -  the  literacy  rate  in 
Korea  is  96%  -  high  levels  of  savings,  and  substantial  capital  investment,  Korea 
offers  one  of  the  best  market  opportunities  for  U.S.  businesses  and  investors. 

Korean  capital  markets,  as  is  true  for  many  countries,  have  played  an 
integral  role  in  the  country's  economic  growth  and  development.  However,  the 
same  tightly  regulated  capital  markets  which  helped  Korea  reach  and  maintain 
such  high  rates  of  growth  now  hamper  the  efficient  allocation  of  capital  and  the 
inflow  of  foreign  capital  that  are  necessary  for  Korea's  continued  grov^fth. 
Moreover,  given  that  Korea  will  no  longer  rely  on  the  World  Bank  for  borrowing, 
international  financing  will  become  increasingly  important  for  its  future  growth. 


2^1994  Handbook  of  International  Economic  Statistics,  Central  Intelligence  Agency. 
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III.      Capital   Markets  and   Liberalization 

Of  the  world's  developing  markets,  Korea  has  one  of  the  largest  and  most 
liquid.  At  the  end  of  1993,  an  International  Monetary  Fund  study  showed  that 
Standard  &  Poors'  rating  service  gave  Korea  an  "A+''  credit  rating,  only 
exceeded  by  developing  markets  in  Singapore  and  Taiwan.  In  1993,  the 
outstanding  value  of  bonds  (public  and  private)  totaled  about  $95  billion, 
exceeding  that  in  such  developed  markets  as  Austria,  Norway  and  Finland. 
Equity  capitalization  in  Korea  during  1993  of  $139.4  billion  exceeded  13  of  the 
23  countries  which  the  International  Finance  Corporation  considers  developed. 

Korea's  plans  to  open  its  capital  markets  goes  back  to  the  early  1980s 
when  the  Korean  government  introduced  plans  to  internationalize  its  securities 
markets.  Since  then,  the  government  has  gradually  deregulated  interest  rates 
and  expanded  the  ability  of  foreign  securities  firms  to  do  business  in  Korea.  In 
1993,  the  government  introduced  the  "Blueprint"  which  outlined  a  variety  of 
market  opening  measures  to  be  implemented  over  a  five  year  period  ending  in 
1998.  Korea  has  begun,  on  a  step-by-step  basis,  to  open  its  capital  markets  to 
foreign  securities  firms. 

However,  Korea  remains  one  of  the  more  restrictive  markets  in  which 
U.S.  securities  firms  operate.  U.S.  establishment  of  securities  firms  in  the 
Korean  market  is  minimal  and  activities  are  extremely  limited  because  of 
policies  which  discriminate  against  foreign  securities  firms.  The  U.S.  presence 
in  Korea  consists  of  only  three  brokerage  branch  offices  and  eight 
representative  offices.  We  also  understand  that  at  this  time  Korea  is  not 
permitting  the  establishment  of  new  brokerage  subsidiaries  and  no  further 
licenses  will  be  approved  for  foreign  or  Korean  securities  firms.    SIA  believes 
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these  discriminatory  measures  are  inappropriate,  especially  given  Korea's 
remarkable  economic  achievements,  and  its  desire  for  Organization  for 
Economic  Cooperation  and  Development  (OECD)  membership. 

Even  after  final  implementation  of  the  "Blueprint,"  Korea's  market  will  still 
not  give  foreign  firms  full  national  treatment  and  market  access  and  will 
countenance  restrictive  anti-competitive  policies.  For  example,  Korean 
capitalization  requirements  for  securities  firms  are  generally  more  onerous  than 
international  standards.  However,  Korea's  "Blueprint"  only  makes  vague 
references  to  these  concerns  by  noting  that  they  will  be  "eased." 

Specifically,  U.S.  securities  firms  face  some  of  the  most  fundamental 
denials  of  market  access  and  national  treatment  of  any  market  in  Asia, 
including: 

•  ceilings  on  foreign  ownership  of  Korean  Stock 
Exchange-listed  companies  limit  a  single  foreign 
investor  to  3  percent  and  total  foreign  ownership  to 
12  percent  of  any  Korean  listed  company; 

•  restrictive  foreign  exchange  controls  which  impede 
the  normal  conduct  of  business  and  hinder  the 
development  of  new  products; 

•  burdensome  capital  requirements  for  start-up  of  a 
brokerage  firm  -  a  per  branch  requirement  of  W10 
billion  (over  $12.5  million)  -  which  are  exorbitant  in 
comparison  with  international  practice; 

•  regulations  implemented  without  opportunity  for 
public  comment,  without  uniform  application,  and 
subject  to  varying  interpretation; 

•  effective  prohibition  on  foreign  brokers  engaging  in 
transactions  with  Korean  customers  in  foreign 
securities;  and 
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•  prohibitions  on  foreign  ownership  of  Korean  blue- 
chip  company  bonds,  and  limited  access  to  riskier 
bonds  of  small  and  medium  sized  companies. 


Appendix  A  to  our  testimony  contains  a  more  detailed  list  of  these 
barriers.  SIA  is  disappointed  that  recent  U.S. -Korean  bilateral  discussions 
yielded  little  progress  on  these  issues.  While  we  respect  the  need  for  prudential 
regulation,  the  scope  and  nature  of  these  barriers  are  entirely  out  of  proportion 
to  Korea's  development  and  its  potential  role  as  a  leader  of  emerging  markets. 

IV.      WTO   Financial  Services   Negotiations 

Since  the  end  of  the  Cold  War,  many  countries  have  moved  toward 
political  and  economic  systems  which  encourage  free  debate  and  open, 
market-oriented  policies.  As  this  trend  continues,  both  developed  and 
developing  countries  are  seeking  ways  to  enhance  their  international 
competitiveness.  For  many  markets  this  has  meant  obtaining  foreign  capital  - 
the  life  blood  of  economic  growth  and  job  creation.  These  countries 
increasingly  require  domestic  and  international  capital  markets  to  privatize 
government-owned  companies,  attract  funds  for  infrastructure,  and  allocate 
capital  efficiently  within  their  markets.  In  response  to  this  increasingly  global 
outlook,  the  U.S.  securities  industry  has  developed  the  expertise  to  offer  their 
services,  including  research,  undenwriting  and  distribution,  on  a  global  basis. 
The  continued  health  and  vigor  of  the  securities  industry  increasingly  depends 
on  open  access  to  foreign  markets. 

By  its  very  nature,  the  securities  industry  depends  on  its  ability  to  develop 
relationships  to  do  business.  To  compete  effectively  and  to  best  serve  our 
clients,  many  of  whom  operate  and  invest  in  foreign  markets,  we  must  be  able  to 
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establish  offices  and  expand  into  foreign  markets.  In  many  cases  discriminatory 
barriers,  as  in  Korea,  have  either  made  it  exceedingly  difficult  to  enter  markets 
or  prevented  us  from  establishing  a  presence  altogether.  Indeed,  even  once 
firms  are  allowed  to  establish  a  commercial  presence,  they  frequently 
experience  discrimination  and  unfair  treatment. 

Recognizing  this,  the  securities  industry  and  other  financial  services 
intermediaries  believed  that  including  financial  services  in  the  GATT 
negotiations  offered  the  best  chance  to  develop  a  set  of  principles  and 
commitments  that  would  allow  financial  services  firms  in  all  markets  to  compete 
on  an  equal  basis.  These  talks  did  not  result  in  market  liberalization  from  a 
sufficient  number  of  nations  and  warranted  the  U.S.  maintaining  its  ability  to 
take  an  MFN  exemption.  In  December  1993,  negotiators  agreed  to  hold  further 
discussions  over  an  18-month  extended  period.  These  talks  are  scheduled  to 
end  this  June,  at  which  point  the  U.S.  must  decide  whether  to  grant  most- 
favored-nation  (MFN)  treatment  in  financial  sen/ices  to  other  countries.  One  of 
the  key  factors  in  this  determination  is  the  extent  to  which  Korea  opens  its 
markets. 

The  primary  goal  of  the  U.S.  financial  services  industry  in  the  extended 
negotiations  is  simple:  to  secure  substantial  liberalization  across  a  wide  range 
of  commercially  important  developed  and  developing  countries.  Absent 
adequate  liberalizing  commitments,  however,  the  U.S.  should  stand  steadfast 
and  take  a  most-favored-nation  exemption.  We  note  that  these  are  the  same 
negotiating  objectives  that  the  Administration  has  stated  in  Section  135  of  the 
GATT  implementing  legislation.  Appendix  B  details  the  Administration 
objectives  for  the  extended  round.    This  would  allow  the  U.S.  government  to 
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deny  the  benefits  of  our  open  markets  to  financial  services  firms  from  those 
countries  that  do  not  provide  a  reasonable  level  of  access  to  U.S.  firms.  This 
position  also  would  greatly  increase  U.S.  leverage  in  multilateral  and  bilateral 
trade  negotiations  on  services. 

The  securities  industry  Is  seriously  concerned  over  the  current  status  of 
these  extended  financial  service  negotiations  under  the  WTO.  There  has  been 
no  indication  that  most  of  our  trading  partners  wish  to  make  acceptable  offers 
during  the  extended  Round.  At  best,  many  past  offers  amount  to  nothing  more 
than  a  standstill  -  essentially  keeping  existing  restrictions  in  place  -  while 
others  fall  short  of  this  inadequate  commitment. 

The  U.S.,  on  the  other  hand,  has  done  its  part  by  offering  full  national 
treatment  and  market  access.  New  offers  were  supposed  to  be  received  in 
Geneva  by  fvlarch  22;  we  note  that  nearly  all  of  the  developing  markets  which 
present  U.S.  companies  with  the  greatest  growth  opportunities  have  apparently 
refused  to  make  improved  offers.  This  is  particularly  disappointing  given  that 
the  U.S.  government  and  the  private  sector  have  told  our  negotiating  partners 
that,  in  some  circumstances,  we  would  discuss  reasonable  transition  periods. 
However,  the  use  of  such  periods  must  be  coupled  with  initial  liberalizing 
commitments  and  progressive  liberalization  through  the  transition  period. 

We  applaud  Chairmen  Gilman,  Roth  and  Bereuter  and  all  the  members 
of  the  subcommittees  for  your  interest  in  the  Korean  capital  markets  and  the 
extended  financial  services  negotiations.  In  today's  global  economy, 
businesses  must  have  the  ability  to  establish  offices  and  expand  in  markets  in 
which  their  clients  seek  new  opportunities.    The  total  output  of  the  world's 
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economies  totals  a  staggering  $29  trillion;  the  U.S.  share  of  this  total  stands  at 
approximately  20  percent.  Similarly,  of  the  nearly  5.6  billion  individuals  who 
inhabit  these  countries,  a  mere  4.6  percent  are  in  the  U.S.  In  order  for  the  U.S. 
securities  industry  to  thrive,  grow  and  maintain  Its  preeminent  role  in  the  world's 
capital  markets,  foreign  markets  must  dismantle  barriers  that  impede  our  ability 
to  access  new  markets  and  compete  effectively  in  the  international  financial 
marketplace. 

Mr.  Chairman,  SIA  looks  forward  to  working  with  you  and  the 
subcommittees  to  achieve  better  access  to  the  Korean  markets  and  to  bring  the 
extended  financial  services  negotiations  to  a  successful  conclusion.  The  U.S. 
securities  industry  has  always  played  an  integral  role  in  the  U.S.  economic 
success  story.  Access  to  international  markets  provides  expanded 
opportunities  for  U.S.  economic  growth  and  job  creation.  Open,  fair  and  free 
markets  gives  the  U.S.  securities  industry  the  opportunity  to  continue  to  raise 
the  capital  and  provide  the  services  on  which  the  U.S.  economy  depends. 
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Korean  Market  Access  Restrictions 


Foreign  Investment  In  Debt/Equity  Securities 

•  A  single  foreign  investor  may  only  acquire  3%  of  respective 
classes  of  stocks  of  a  listed  company,  and  total  foreign 
ownership  is  limited  to  12%  of  any  KSE  listed  company.  This 
ceiling  on  foreign  ownership  constitutes  one  of  the  greatest 
impediments  to  U.S.  securities  firms'  market  access  in  Korea.  It 
forces  them  to  pay  a  premium  on  all  listed  shares,  since  their 
demand  is  limited  to  12%  of  any  listed  company's  shares. 

•  Foreign  investors  are  prohibited  from  owning  bonds  of  blue- 
chip  Korean  companies.   Instead,  foreign  investors  are  limited 
to  corporate  bond  ownership  of  small  and  medium  sized 
companies  only,  which  are  often  less  attractive  and  carry 
greater  risk.   Foreign  investors  are  further  subject  to  aggregate 
and  individual  ownership  limits  of  30%  and  5%  of  such  bonds. 
Upon  a  bond  conversion,  foreign  investors  are  required  to 
reduce  their  position  if  they  exceed  the  aforementioned 
investment  limits  of  12%  and  3%  of  any  KSE  stock. 

•  In  practice,  foreign  ownership  of  joint  venture  companies  in  the 
banking  and  securities  business  is  limited  to  50%  or  less. 
Combined  with  difficult  eligibility  requirements,  the  value  of 
starting  a  joint  venture  is  reduced  substantially. 

•  Foreign  firms  do  not  have  direct  access  to  the  primary  Korean 
domestic  OTC  market. 

•  Foreign  firms  without  a  branch  license  cannot  broker  orders 
from  Korean  investors  in  foreign  securities.  No  foreign  firms 
have  been  awarded  a  license  by  the  Korean  Finance  Ministry. 


Foreign  Exchange 

•  Strict  controls  exist,  under  the  Foreign  Exchange  Management 
Laws,  of  foreign  exchange  and  remittance.  These  controls  limit 
the  conduct  of  normal  operations  and  hinder  the  development 
of  new  products  by  foreign  securities  firms. 

•  Central  bank  restricts  fonward  trading  and  liquidity  is  poor  due 
to  central  bank  lists  on  open  positions.   Non-residents  are  not 
permitted  to  spot  trade  KRW/USD  unless  registered  with  the 
central  bank  as  foreign  investors  in  equity  market. 
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APPENDIX   A   (Con't) 
Korean  Market  Access  Restrictions 


Local  Licensing  Issues 

•  Foreign  Financial  Institutions  ("FIs")  can  only  engage  in  the  securities 
business  in  Korea  through  a  branch  or  joint  venture  with  the  approval 
of  the  Ministry  of  Finance  and  Economy  (MOFE).  Approval  is  subject 
to  an  economic  needs  test  and  strict  equity  limits  for  joint  ventures. 
No  subsidiaries  are  allowed. 

•  Capital  requirements  for  the  establishment  of  a  securities  branch  in 
Korea  are  exorbitant  in  comparison  with  intemational  practice.  A  per 
branch  requirement  of  W10  billion  for  a  brokerage  license,  and  W5 
billion  for  each  additional  license  to  engage  in  trading  and 
underwriting,  is  currently  in  place. 

•  Branches  of  FIs  are  restricted  in  their  banking  and  securities  business 
compared  to  local  companies.   For  example,  foreign  firms  are 
effectively  precluded  from  managing  mutual  funds. 

•  One  of  the  barriers  for  FIs  is  the  high  cost  of  KSE  membership  -  $1 5 
million  for  regular  and  $4.4  million  for  special  membership.   If  the 
membership  were  obtained,  FIs  would  be  treated  by  the  regulatory 
authorities  as  equals  to  and  would  be  able  to  operate  as  freely  as  the 
local  securities  houses.   However,  the  FIs  may  be  at  a  disadvantage, 
as  they  must  operate  with  a  limited  amount  of  capital  by  the  regulatory 
authorities.   (We  understand  applications  from  two  UK  firms  are 
pending.) 


New  Products 

•     Foreign  exchange  controls  serve  to  impede  the  introduction  of 
innovative  financial  products  for  Korean  clients,  although  some 
products,  such  as  convertible  bonds,  bonds  with  warrants,  depositary 
receipts  and  investment  funds,  have  been  approved. 


Local  Currency  Lending 

•     The  Bank  of  Korea  (and  the  Monetary  Board)  keep  close  "policy" 
control  of  lending  in  Korea  by  both  domestic  and  foreign  lenders. 
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Issuance  Of  Equity/Debt  Securities 

•  Close  supervision  and  control  of  all  new  issues  by  the  regulatory 
authorities. 

•  Domestic  houses  must  participate  as  a  co-lead  of  equity  financing  in 
the  international  capital  markets. 

•  Sanctions  if  any  such  financing  "fails  to  issue",  "disrupts  the  securities 
market"  or  "undermines  Korea's  intemational  credibility." 

•  Restrictions  on  aggregate  principal  amount  of  such  financing  per  annum. 


Trading  Of  Equity/Debt  Securities 

•  The  Korean  securities  markets  are  principally  regulated  by  the 
Securities  Exchange  Commission  of  Korea  ("KSEC")  under  the 
Securities  and  Exchange  Act  of  1962  (the  "Act"),  which  imposes 
restrictions  on  insider  trading,  requires  specified  information  to  be 
made  available  by  listed  companies  to  investors  and  establishes 
rules  regarding  margin  trading,  proxy  solicitation  and  take-over  bids. 

•  KSEC  has  adopted  regulations  that  restrict  investment  by  foreigners  in 
Korean  securities  and  regulate  issuance  of  overseas  securities  by 
Korean  companies. 

'     •     Prior  to  the  purchase  of  Korean  shares,  foreign  investors  are  required 
to  obtain  an  Investment  Registration  Card,  which  can  take  10  days  to  2 
weeks.   In  addition,  they  are  required  to  place  an  entrustment 
guarantee  deposit  (regulatory  authorities  adjust  the  deposit  rate)  of  the 
purchase  price  prior  to  order  entry.  This  is  not  international  practice 
and  is  a  major  obstacle  to  the  day  to  day  business  of  foreign  as  well  as 
Korean  securities  companies. 

•  Foreign  investors  cannot  trade  on  margin. 

•  Foreign  fimris  cannot  engage  in  transactions  with  Korean  customers  in 
foreign  securities. 


National  Treatment  And  Transparency 

•  Korean  f\/10FE  produced  a  five  year  (1995-99)  Blueprint  for  financial 
reform.  Implementation  of  the  plan  as  it  relates  to  foreign  ownership 
ceiling  of  Korean  shares  in  practice,  is  largely  dependent  on 
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the  governments  interpretation  of  its  impact  on  money  supply.  As 
such,  there  is  a  lack  of  transparency  on  the  implementation  of  the 
plan. 

Foreign  firms  are  not  afforded  national  treatment.  Recent  changes  to 
some  regulations  and  laws  have,  on  their  face,  seemed  to  afford 
some  equality  of  treatment.   However,  in  practice  the  regulations  are 
not  applied  or  interpreted  as  favorably  for  foreign  firms. 

Limited  transparency.   Laws  and  regulations  are  obtainable,  although 
English  translations  usually  have  to  be  specifically  provided  by  local 
lawyers.   Many  matters  and  practices  are  not  dealt  with  pursuant  to 
published  regulations.   Direct  access  to  authorities  and  regulators 
severely  limited  for  foreigners.   Little  or  no  consultation  with  foreign 
firms  with  regard  to  new  rules  and  regulations. 


Regulatory  Philosophy 

•  Strong  regulatory  control  of  all  aspects  of  business  in  Korea. 

•  The  current  regime  places  an  unprecedented  level  of  emphasis  on 
implementing  a  gradual  deregulation  and  globalization  of  the  Korean 
economy  and  capital  markets. 
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From  S.  2467 
GATT  Implementing  Legislation 


SEC.    135.    OBJECTIVES    FOR    EXTENDED    NEGOTIATIONS. 

(a)  TRADE  IN  FINANCIAL  SERVICES.  -  The  principal  negotiating 
objective  of  the  United  States  in  the  extended  negotiations  on  financial  services 
to  be  conducted  under  the  auspices  of  the  WTO  is  to  seek  secure  commitments, 
from  a  wide  range  of  commercially  important  developed  and  developing 
countries,  to  reduce  or  eliminate  barriers  to  the  supply  of  financial  services, 
including  barriers  that  deny  national  treatment  or  market  access  by  restricting 
the  establishment  or  operation  of  financial  services  providers,  as  the  condition 
for  the  United  States  - 

(1)  offering  commitments  to  provide  national  treatment  and  market 
access  in  each  of  the  financial  service  subsections,  and 

(2)  making  such  commitments  on  a  most-favored-nation  basis. 
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Health  Industry  Manufacturers  Association 

March  29,  1995 

Mr.  Chairman,  my  name  is  Edward  M.  Rozynski,  and  I  am  Vice  President  of  Global 
Strategy  and  Analysis  for  the  Health  Industry  Manufacturers  Association  (HIMA).   My 
responsibilities  at  HEMA  Lnclude  the  development  and  implementation  of  a  global  strategy  to 
support  the  activities  of  U.S.  medical  technology  firms,  as  well  as  negotiations  on  trade, 
tariffs  and  other  market  barriers.    On  behalf  of  HIMA's  member  companies,  I  want  to  thank 
you  for  this  opportunity  to  testify  on  U.S. -East  Asian  Economic  Relations:    "A  Focus  on 
South  Korea"   and  to  share  some  of  the  frustrations  U.S.  medical  technology  manufacturers 
are  experiencing  as  they  attempt  to  do  business  in  South  Korea.   These  problems  are  a  direct 
result  of  new  regulations  recently  implemented  by  Korea's  Ministry  of  Health  and  Welfare 
(MHW).   The  new  regulations  do  little  to  enhance  public  health  in  Korea,  but  they  do  create 
a  formidable  barrier  to  trade.   In  my  testimony  today,  I  would  like  to  review  the  problems 
U.S.  industry  is  experiencing,  report  on  the  outlook  for  progress  -  which  has  the  potential  to 
improve  in  the  coming  months  if  Korean  officials  want  to  be  cooperative  ~  and  suggest  a 
course  of  action  that  the  U.S.  Government  might  pursue  in  the  absence  of  the  kind  of 
progress  we  are  looking  for. 
Health  Industry  Manufacturers  Association 

Before  going  any  further,  let  me  provide  some  brief  background  on  my  organization. 
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HIMA  is  a  Washington,  D.C. -based  national  trade  association  representing  more  than  700 
manufacturers  of  medical  devices,  diagnostic  products,  and  health  information  systems. 
Approximately  one  quarter  of  HIMA  member  companies  have  annual  sales  of  less  than  $2 
million.    HIMA's  members  manufacture  more  than  90  percent  of  the  nearly  $40  billion  of 
health  care  technology  products  purchased  annually  in  the  United  States.   HIMA's  members 
produce  50  percent  of  all  medical  technology  products  purchased  annually  around  the  world. 
The  global  sales  performance  of  our  member  companies  makes  the  medical  technology 
industry  one  of  the  most  competitive  industries  in  America. 

Globally,  the  U.S.  medical  technology  industry  -  represented  by  HIMA  ~  encourages 
sound  regulation  of  medical  technology  products.    Such  regulation  should  provide  a  high 
degree  of  assurance  that  products  are  of  high  quality,  are  safe  and  effective,  i.e.,  that  they 
meet  and  perform  to  the  manufacturers'  specifications  as  claimed.    Regulations  that  promote 
safety  and  quality  of  medical  devices  are  in  the  public  interest  and  in  industry's  interest. 

However,  countries  exercise  a  great  deal  of  latitude  in  how  they  choose  to  design  and 
implement  their  regulatory  programs.   Some  regulatory  systems  are  extremely  effective  and 
efficient  in  ensuring  that  patients  have  timely  access  to  safe  and  effective  medical  technology. 
Such  systems  allow  products  to  be  brought  to  market  quickly  with  a  minimum  expenditure  of 
government  and  industry  resources.   The  European  regulatory  system  for  medical  devices  is 
probably  the  best  example  of  such  a  system.    On  the  other  extreme,  we  find  regulatory 
systems  that  are  relatively  ineffective  and  inefficient  in  ensuring  product  safety  and 
facilitating  patient  access  to  new  medical  advances.    Unfortunately,  in  our  view,  Korea's  new 
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medical  device  regulations  fall  into  this  category.   Moreover,  because  the  Korean  regulations 
fail  to  rely  upon  international  standards,  lack  transparency,  and  tend  to  discriminate  against 
imported  products,  they  have  also  created  a  formidable  trade  barrier. 

There  are  several  reasons  why  these  trade  barriers  need  to  be  removed.   The  South 
Korean  market  for  medical  technology  is  currently  worth  about  $800  million,  easily  making 
it  one  of  the  largest  such  markets  in  Asia  (excluding  Japan.)   U.S.  medical  technology  sales 
in  South  Korea  are  about  $300  million,  which  provides  us  with  a  37  percent  share  of  that  fast 
growing  market.    U.S.  medical  technology  sales  in  South  Korea  have  been  rising  about  18 
percent  per  year  as  compared  to  the  7  percent  annual  growth  in  the  U.S.,  European  and 
Japanese  markets  for  medical  technology.   The  rapidly  rising  incomes  and  expectations  of  the 
Korean  people  translate  into  continued  strong  demand  for  high  quality  medical  technology 
well  into  the  next  century. 

Patient  safety  is  another  reason  why  these  trade  barriers  need  to  be  addressed.   About 
a  year  ago  Korean  health  officials  said  that  they  wanted  to  protect  their  citizens  against 
shoddy,  low  quality  domestic  and  imported  medical  technology.   We  suggested  several  ways 
to  accomplish  this  goal  through  the  use  of  internationally  recognized  quality  standards,  as 
well  as  through  the  piggybacking  off  of  the  approvals  already  granted  to  the  tens  of 
thousands  of  medical  devices  being  used  to  treat  patients  in  the  U.S.,  Europe  and  Japan.   We 
suggested  this  approach  to  the  South  Korean  government  partly  because  it  is  not  possible  for 
any  government,  including  the  United  States,  to  individually  (re)test  and  approve  each  of  the 
over  80,000  different  types  of  medical  devices  currently  circulating  in  world  trade  -  nor  is  it 
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an  efficient  way  for  regulators  around  the  world  to  get  the  job  done.    Unfortunately,  Korea's 
Ministry  of  Health  and  Welfare  showed  little  interest  in  both  standards  and  systems  that 
would  have  assured  the  quality  of  medical  technology  used  by  Korean  patients  -  which  was 
their  stated  goal  in  initiating  the  regulatory  reforms  in  the  first  place. 
Overview  of  New  Regulations 

The  major  components  of  the  new  Korean  regulations,  which  came  into  effect  January 
1,  1995  and  which  are  already  creating  a  variety  of  competitive  challenges  for  our  member 
companies,  are  described  below: 

Excessive  Local  Product  Testing  Requirements.    The  Korean  Government  now  requires 
that  all  products  falling  within  eleven  specified  categories  (  about  30,000  to  40,000  individual 
products)  be  tested  upon  each  import  shipment.   The  intent  of  this  requirement  is  ostensibly 
to  provide  assurance  of  product  quality.   However,  there  is  no  scientific  basis  for  the  onerous 
product  testing  protocol  that  Korean  officials  have  selected.   Moreover,  a  far  superior 
alternative  to  product  testing  exists  that  provides  a  much  higher  degree  of  quality  assurance 
and  that  U.S.  exporters  could  easily  meet. 

The  new  product  testing  requirements  are  excessive.   Instead  of  conducting  periodic 
tests  of  random  samples  of  imports,  as  do  other  (primarily  less  developed)  countries  that 
continue  to  rely  on  product  testing  as  their  primary  means  of  quality  assurance,  Korea 
intends  to  test  every  single  shipment  of  a  specified  product  every  time  it  crosses  the  border. 
Furthermore,  no  standard  against  which  the  products  are  to  be  tested  has  yet  been  specified 
(presumably  international  standards  will  not  be  used),  and  these  unspecified  tests  can  only  be 
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conducted  by  a  Korean  test  house.    Such  testing  requirements  are  unprecedented  around  the 
world,  are  expected  to  dramatically  slow  time-to-market  for  U.S.  products  and  hence  patient 
access  to  technology,  and  unfairly  increase  the  cost  of  doing  business  in  Korea.   In  fact,  we 
consider  the  one  percent  f.o.b.  testing  fee  —  which  does  not  vary  based  on  value  of  product  - 
-  as  an  unfair  duty  in  contravention  of  Korea's  commitment  under  the  World  Trade 
Organization  (WTO)  to  phase  out,  as  opposed  to  increase,  tariffs  on  medical  devices. 

More  important  than  problems  manufacturers  face  with  the  product  testing  protocol  is 
the  fact  that  product  testing  itself  is  widely  recognized  by  world  experts  as  an  inferior  quality 
assurance  method.   In  addition  to  being  expensive  for  government  and  industry  alike  and  an 
impediment  to  patient  access  to  medical  technologies,  product  testing  as  envisioned  by 
Korean  authorities  cannot  provide  statistically  significant  information  about  the  quality  of 
products  that  are  tested.    As  a  result,  respected  medical  device  regulators  around  the  world 
now  require  certification  of  manufacturing  processes  to  international  quality  systems 
standards  (e.g.  ISO  9(XX),  Europe's  EN  46(XX)  or  U.S.  FDA  GMP).    Such  standards  can 
provide  regulators  anywhere  in  the  world  with  an  extremely  high  degree  of  quality  assurance. 
U.S.  exporters  to  Korea  could  easUy  provide  certification  that  they  meet  these  standards 
without  the  expense  or  time  involved  in  the  less  effective  product  testing. 
Onerous,  Non-Transparent  Registration  Requirements.   In  order  to  receive  product 
approval  under  the  new  Korean  medical  device  regulations,  U.S.  companies  shipping 
products  to  Korea  continue  to  be  asked  to  submit  extensive  information  of  product  safety  and 
specific,  proprietary  details  of  manufacturing  processes.   Despite  the  fact  that  the  new 
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medical  device  requirements  have  been  in  force  for  almost  four  months,  the  Korean 
government  has  yet  to  make  public  a  clear  list  of  requirements  for  product  approval  or  even 
a  list  of  product  coverage.   Because  no  less  than  eight  separate  test  houses  have  been 
designated  to  review  product  submissions,  and  these  test  houses  are  not  operating  off  of  any 
common  guidance  document,  U.S.  exporters  are  receiving  very  mixed  signals  with  regard  to 
what  actual  requirements  are.   This  lack  of  transparency  leaves  U.S.  manufacturers 
vulnerable  to  future  dispute  with  Korean  officials  regarding  whether  or  not  manufacturers  are 
indeed  in  compliance  with  Korean  law. 

No  Effective  Grandfathering  Clause.   It  is  commonly  accepted  practice  around  the  world, 
when  implementing  new  medical  device  regulations,  to  allow  products  that  have  been  sold  on 
the  markets  for  a  number  of  years  without  any  evidence  of  safety  problems  to  be  exempt 
from  new  requirements.   For  instance,  the  U.S.  FDA  "grandfathered"  all  products  on  the 
U.S.  market  in  1976,  when  medical  device  requirements  first  went  into  effect.    Despite 
commitments  to  U.S.  industry  and  government  officials  to  "grandfather"  products  sold  in 
Korea  prior  to  July  1,  1992,  Korean  officials  continue  to  require  manufacturers  of  these 
products  to  provide  extensive  data  as  a  prerequisite  to  product  approval.   Thus,  the  practical 
effect  of  Korea's  commitment  to  grandfathering  is  ml. 
Cause  for  Hope 

The  above  description  clearly  indicates  that  prospects  for  our  trading  relationship  with 
Korea  in  this  otherwise  promising  sector  have  dimmed,  at  least  for  the  time  being. 
However,  there  are  two  specific  areas  that  give  us  cause  for  optimism. 


82 


Edward  M.  Rozynski 

Health  Industry  Manufacturers  Association 

March  29,  1995 


The  first  area  is  product  testing.   Within  the  past  month,  the  Korean  MHW 
recognized  for  pharmaceutical  products  (but  not  for  medical  technology)  that  certification  to 
international  quality  systems  standards  (e.g.,  ISO  9(XK),  U.S.  FDA  GMP)  provides  a  higher 
level  of  quality  assurance  than  does  local  product  testing.    The  MHW  has,  as  a  result,  agreed 
to  accept  certification  of  international  quality  systems  requirements  in  lieu  of  local  testing  for 
phaimaceutical  products.   HIMA  and  the  rest  of  the  U.S.  medical  technology  industry 
commend  Korean  officials  for  their  far-sighted  move  with  regard  to  acceptance  of  quality 
systems  certifications  for  pharmaceuticals.   However,  we  believe  that  Korean  officials  should 
accept  quality  systems  certifications  for  medical  technology  as  such  technology  is  inherently 
less  risky  than  pharmaceuticals.   We  believe  such  action  would  represent  an  excellent  first 
step  down  the  path  toward  globalization  of  Korea's  regulatory  practice  for  medical 
technology  (as  well  as  pharmaceuticals.) 

During  meetings  in  Korea  last  week,  HIMA  urged  Korean  Government  officials  to 
extend  the  new  policy  of  accepting  quality  systems  certifications  in  lieu  of  product  testing  to 
medical  technology  products.   We  would  welcome  any  further  assistance  the  U.S. 
government  might  provide  in  this  effort. 

The  second  cause  for  optimism  in  this  sector  arises  from  a  piece  of  news  we  learned 
during  our  visit  to  Korea  last  week.    Specifically,  the  Korean  Government  has  already  begun 
to  undertake  a  comprehensive  re-evaluation  of  its  regulatory  requirements  for  medical 
technology.   It  is  our  understanding  that  the  goal  of  this  review  is  not  just  to  bring  Korea's 
regulatory  system  more  in  line  with  global  practice,  but  to  take  advantage  of  this  opportunity 
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to  modernize  current  regulation  and  make  Korea's  regulatory  system  world  class  in  terms  of 
both  effectiveness  and  efficiency.   This  of  course  will  mean  creation  of  a  new  regulatory 
system  that  is  risk  based,  relies  heavily  on  accepted  international  standards  as  the  basis  for 
product  approvals,  and  relies  on  quality  systems  standards  as  the  basis  for  quality  assurance. 

We  applaud  Korea's  effort  to  create  a  world  class  regulatory  system  and  stand  ready 
to  assist  the  MHW's  efforts  in  any  way  possible  as  they  conduct  a  comprehensive  and 
thorough  review  of  global  regulatory  practice. 

HIMA  has  established  an  extensive  educational  training  program  for  officials 
throughout  Asia  as  they  design  and  implement  regulatory  systems  for  medical  technology. 
Last  month  HIMA  went  so  far  as  to  establish  a  regional  office  in  Singapore  to  help  foster  an 
educational  rather  than  confrontational  approach  with  government  health  officials  throughout 
Asia.   Korean  officials  have  recently  expressed  an  interest  in  participating  in  one  of  our 
upcoming  educational  programs. 

Despite  Korea's  interest  in  upgrading  their  product  approval  and  quality  systems,  it 
will  take  at  least  a  year  to  implement  these  changes,  and  we  cannot  afford  to  wait  that  long 
to  resolve  the  problems  created  for  our  industry  by  the  current  local  product  testing 
requirements.   We  believe,  therefore,  that  Korea  should  move  immediately  to  accept 
certifications  to  international  quality  systems  standards,  as  it  now  does  for  pharmaceuticals, 
in  lieu  of  local  product  testing  requirements.    At  the  very  minimum,  the  requirement  that 
every  product  in  every  shipment  in  the  eleven  specified  product  categories  be  tested  should 
be  reduced  to  a  program  of  periodic  random  testing  akin  to  the  requirements  currently  in 
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place  for  all  other  product  shipments  into  Korea. 
Policy  Considerations 

We  have  some  hope  that  the  problems  U.S.  industry  has  been  experiencing  with 
regard  to  the  new  Korean  medical  device  regulations  have  the  potential  to  be  resolved,  in  the 
immediate  term  through  action  to  end  product  testing  of  every  shipment  of  over  30,000 
designated  medical  device  products,  and  in  the  medium  term  through  comprehensive  overhaul 
of  Korea's  regulatory  program  for  medical  technology.   We  will  closely  monitor  Korea's 
actions  on  both  counts. 

However,  as  a  government  and  as  an  industry,  we  need  to  consider  what  possible 
actions  we  have  at  our  disposal  when  Korea  and  other  countries  like  it  impose  regulation  that 
intentionally  or  unintentionally  discriminates  against  imports  of  U.S.  medical  technology 
products.    Unfortunately,  discrimination  against  medical  technology  imports  via  a  country's 
regulatory  system  is  an  increasingly  common  problem,  particularly  in  the  emerging  market 
economies.    Thailand,  for  instance,  stated  in  a  recent  public  meeting  that  it  intends  to  use  its 
regulatory  system  to  "balance  imports  with  domestic  manufacturing."   Taiwan  has  put  its 
own  manufacturers  on  a  fast  track  for  product  approvals,  while  foreign  manufacturers  have 
to  queue  up  and  wait  months  and  sometimes  years  for  their  product  approvals. 
Conclusion 

HIMA's  up-front  educational  programs  in  Asia  will  only  take  us  so  far  in  avoiding 
potential  new  problems  as  well  as  some  existing  problems  concerning  the  regulation  of 
medical  technology.    The  current  range  of  regulatory  problems  in  Asia,  in  addition  to  our 
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recent  specific  problems  in  Korea,  suggest  that  the  time  has  come  to  plan,  in  general,  what 
counter-balancing  action  the  U.S.  Government  is  willing  to  take  when  our  industry  is  faced 
with  regulatory  discrimination  abroad.    For  instance,  products  from  those  countries 
determined  to  practice  regulatory  discrimination  against  U.S.  companies  could  be  granted 
lower  priority  in  getting  approved  through  the  U.S.  FDA,  e.g.  place  the  products  of 
indigenous  manufacturers  from  those  countries  further  back  in  the  queue  at  the  FDA.   This  is 
only  one  possible  suggestion,  but  we  hope  it  will  spark  some  debate  and  action  on  the  part  of 
this  committee  and  other  relevant  decision-makers  in  Congress  and  the  Administration.    One 
thing  is  clear,  U.S.  industry  needs  all  the  support  it  can  get  in  order  to  maintain  a  fair 
playing  field  in  the  highly  regulated  global  market  for  medical  technology  —  where  trade 
barriers  are  often  hidden  under  the  guise  of  protecting  public  health. 

We  know  from  recent  experience  that  government  officials  in  countries  such  as  Korea 
often  try  to  claim  that  their  new  policies  are  aimed  at  stemming  the  flow  of  low  quality 
devices  from  other  developing  countries.   However,  the  reality  is  that  high  quality  U.S., 
European  and  Japanese  firms  bear  the  brunt  of  such  short-sighted  "public  health"  policies  to 
the  near-term  benefit  of  local  producers  and  test  houses.   Moreover,  even  local  producers  are 
damaged  over  the  longer  term  when  they  seek  to  export  products  that  have  been  produced  to 
unique  local  standards  rather  than  international  standards.   Thus,  we  are  hopeful  that  Korean 
officials,  upon  reflection,  will  take  action  that  serves  the  long  term  interests  of  virtually 
everyone  involved,  especially  Korean  patients. 

Thank  you  for  the  opportunity  to  present  our  views  to  the  subcommittees  here  today. 
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Mr.  Chairman,  Members  of  the  Committee: 

In  1983,  the  Kellogg  Company  made  a  commitment  to  the  Republic  of  Korea  that  has  resulted  in 
the  cumulative  investment  US$16  million  in  capital  assets,  the  creation  of  70  jobs,  an  investment 
in  technological  assistance  to  local  grain  millers;  and  a  substantial  investment  in  the  development 
of  the  ready-to-eat  breakfast  cereal  market  in  the  Republic  of  Korea.  Nevertheless  our  ability  to 
succeed  in  Korea  is  at  risk  because  we  are  denied  access  to  the  imported  specification  com  grits 
needed  to  meet  Kellogg's  worldwide  quality  standards. 

Com  grits  are  an  intermediate  raw  material  used  by  the  Kellogg  Company  to  manufacture  ready- 
to-eat  breakfast  cereals.  The  com  is  grown  in  the  United  States,  principally  in  Iowa,  Kansas  and 
Indiana,  and  milled  to  Kellogg  specifications  by  companies  in  Illinois  and  Nebraska.  The  grits  are 
then  used  to  produce  Com  Flakes®  and  other  com  based  breakfast  cereals  at  Kellogg's  plants  in 
the  United  States  and  around  the  wodd. 

Com  girts  are  63%  of  the  total  amount  of  raw  materials  consumed  by  Kellogg's  Korean  facility 
and  make  up  88%  of  Com  Flakes®  breakfast  cereal.  It  is  therefore  vitally  important  for  reasons 
of  economy,  quality,  and  operating  stability  that  Kellogg's  be  assured  of  a  consistent  supply  of 
this  specification  material.  After  years  of  unsuccessful  efforts  to  develop  local  millers,  we  must 
now  find  an  altemative  or  continue  to  see  Kellogg's  investment  in  Korea  placed  at  risk. 

Kellogg  has  presented  its  case  to  the  Korean  Government  particularly  emphasizing: 

•  The  fact  that  only  4,000  tons  is  being  requested  annually  for  the  next  several  years  which  at 
current  market  price  is  approximately  $2  million. 

•  The  4,000  tons  represents  only  0.06%  of  Korea's  6. 1  million  ton  tariff  rate  quota  for  "com 
products"  which  includes  com  grits.  If  Kellogg  is  forced  to  import  com  grits  outside  the  tariff 
rate  quota,  the  duty  will  be  186%  instead  of  the  3%  in  quota  rate.  Paying  186%  duty  on  63% 
of  the  plant's  raw  materials  would  make  manufacturing  operations  untenable. 
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The  fact  that  access  to  specification  quality  com  grits  would  enable  Kellogg  Korea  to  regain 
export  markets  in  Malaysia,  Taiwan,  Singapore,  and  the  Philippines  which  were  lost  due  to  the 
poor  quality  of  com  grits  available  in  Korea. 

Our  refusal  to  provide  Korean  consumers  with  a  lower  standard  of  quality  than  we  have  for 
other  markets  around  the  world. 


We  have  not  received  a  response  from  the  Korean  Government  despite  Congressional  and 
Administration  efforts  as  well  as  our  own  direct  representations  in  Korea.  We  believe  our 
contribution  to  the  Korean  economy  is  significant  and  will  become  even  greater  if  we  are  allowed 
to  grow  in  that  market.  Our  request  is  small  both  in  terms  of  quantity  and  value. 

This  issue  is  multifaceted.  It  reflects  on  Korea's  sincerity  in  attracting  and  supporting  foreign 
investment.  It  speaks  to  Korea's  continued  high  level  of  import  protection  for  industries  which  no 
longer  require  it.  And,  it  is  another  example  of  the  exclusion  of  U.S.  value  added  agriculture 
exports  fi"om  foreign  markets.  We  urge  the  Korean  Government  to  demonstrate  with  positive 
actions  a  commitment  to  support  foreign  investment,  to  genuinely  open  its  markets,  and  to  allow 
competition  to  fimction  so  that  products  providing  the  best  quality  and  the  best  price  are  available 
to  Korean  consumers  and  companies. 

Thank  you. 
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